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PREFACE 


Tus book is a study of the development and results of state 
control over the assessment of property for taxation. Histori- 
cally this development has been in the direction of a steadily 
enlarging sphere of state activity. Beginning with state equaliza- 
tion of the local assessments, the expansion of state control has 
brought within its scope central assessment of the property of 
certain classes of corporations and the exercise of a varying degree 
of supervisory authority over the original assessment of property 
remaining in the jurisdiction of the local assessor. The first 
chapter outlines the administrative evolution which produced, in 
turn, the state equalization, the state assessment of corporations, 
and the state supervision of local assessment. Both the state 
board of equalization and the state board of corporate assessment 
of the older type failed, however, because the nature of the ad- 
ministrative problem was so generally misunderstood. The 
situation in a few states under the older state boards of equaliza- 
tion and assessment is described in the second and third chapters. 
Under the state tax commission there has been the beginning of 
effective codrdination of all parts of the administrative organiza- 
tion, and the beginning, therefore, of a solution of the problem of 
equitable distribution of the tax burden. The discussion of the 
achievements of the state tax commissions, and of the limitations 
under which these bodies have done their work, occupies the 
remainder of the book. 

This study was begun several years ago, while the writer was a 
graduate student at Harvard University. It was submitted as a 
doctoral dissertation at Harvard in 1914, and is now published, 
after a thorough revision. The foundation of the whole was a 
visit, in 1911, to all of the important tax commissions then in 
existence. Subsequent visits have been made to some of these 
states and the acquaintance thus established has since been main- 
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tained and broadened through correspondence, attendance at the 
National Tax Conferences, and in other ways. The field work was 
made possible by a Sheldon Fellowship from Harvard University, 
for which grateful acknowledgment is here made. 

The writer is glad to have this opportunity of expressing his 
appreciation of the assistance rendered to him by a large number 
of friends. His chief obligation is to Professor C. J. Bullock, at 
whose suggestion the study was undertaken. Professor Bullock’s 
friendly encouragement, tolerant spirit and frank criticism have 
been exceedingly stimulating. Thanks are due, also, to Professor 
T. S. Adams, who read the manuscript and offered numerous 
valuable suggestions. The tax commissioners and other officials 
of many states have given freely of their time and the fruits of 
their experience, and their valuable services in this connection are 
hereby gratefully acknowledged. Some of these officials have 
read portions of the manuscript, and their criticisms have been 
most helpful. The writer assumes, however, full responsibility 
for all statements in the text concerning the work of any tax 
commission. 

Finally, the writer is under a deep and lasting obligation to his 
wife, who cheerfully assumed a larger share of the common burden 
through the long years in which this book was being written. 


Jal, thy 1a: 


OBERLIN, OHIO, 
November, 1917. 
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THE STATE TAX COMMISSION 


CHAPTER I 


THE EVOLUTION OF CENTRALIZED ADMINISTRATION 
IN TAXATION 


THE last twenty-five years have witnessed a remarkable change 
in American tax administration, the development of state super- 
vision and control of the assessment of property for taxation. 
The first of the modern permanent state tax commissions was 
established by Indiana in 1891. Today, state tax departments, 
headed either by a single official or by a board of tax commis- 
sioners, are found in thirty-five states. The movement, once 
begun, spread rapidly as the improvements which were accom- 
plished by some of the more efficient commissions became more 
widely known and appreciated, and as public opinion in other 
states became more intolerant of the abuses of decentralization. 
The chief purpose of the present work is the investigation of the 
actual operation of the state tax systems under the guidance and 
direction of the new tax departments. No attempt has been 
made to write a history of state taxation and the little historical 
material introduced is intended simply as a setting for the main 
body of the work. The principal emphasis has been placed, there- 
fore, upon the methods and results of central tax administration, 
and practically no attention has been given to those other aspects 
of state finance which have been as yet but little affected by 
centralizing tendencies. 

The roots of this latest development in tax administration run 
back in two directions. One root is found embedded in the modern 
movement toward greater administrative centralization, a move- 
ment which is the natural result of the growing complexity of 
civilized life. The tendency toward administrative centralization 
has been widespread and has influenced the course of develop- 

3 


4 THE STATE TAX COMMISSION 


ment in many fields of governmental activity. The state tax com- 
mission is the logical expression, in the sphere of taxation, of this 
well-nigh universal phenomenon. 

The second root of the state tax commission strikes down into 
the historical subsoil of the general property tax. This fiscal in- 
stitution has long served as the principal source of state and local 
revenues. Partly through inertia and partly through a dimly 
realized preference for old and known taxes, changes have been 
made slowly and with difficulty. In form the general property tax 
has remained virtually unmodified in most commonwealths; but 
numerous administrative experiments have been undertaken at 
different times and places to keep it a practical and fruitful source 
of revenue. The outcome of this experimental policy on the ad- 
ministrative side is the state tax commission, the characteristic 
function of which is supervision and control of the process of local 
assessment. Whether this latest and most radical administrative 
change will suffice to preserve the general property tax against 
overthrow from without or dissolution from within, time alone 
will reveal. It is proving extremely doubtful, however, as the fol- 
lowing pages show, whether centralized administration will be 
able to rehabilitate that tax, though fairly satisfactory im- 
provements over the old conditions have been effected in some 
states. But the value of a certain degree of administrative cen- 
tralization in taxation has already been so completely demon- 
strated that the tax commission must be accepted as a permanent 
organ of state government, the services of which will be essential 
to the successful operation of almost any substitute for the pres- 
ent taxsystem. The experience of Wisconsin with the income tax 
and of Minnesota with a classified property tax is conclusive on 
this point.! 

In view of the importance of the administrative problem, both 
in practical operation and for the course of future development, 
it is rather curious that in the literature of the general property 
tax so much attention has been paid to the rigid and unchanging 
form of the tax system and so little to administrative develop- 
ment and requirements. Apart from the reports of the special tax 


1 See below, chs. 8 and 12. 
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commissions,! the space that until recently has been given to 
administrative questions in the voluminous literature upon the 
general property tax has been entirely inadequate to the impor- 
tance of this phase of the subject. Writers on taxation are practi- 
cally unanimous in the conclusion that the general property tax is 
a hopeless failure under modern conditions; but in directing the 
bulk of their discussion to the advocacy of various substitute and 
reform programs they have been guilty of a noticeable lack of 
interest in the administrative evolution that has been in progress 
in the past half-century, and especially in the past twenty-five 
years.’ 

Before entering upon a more detailed account of the evolution 
of the state tax department, the whole course of its develop- 
ment should be briefly summarized. In its formative stages the 
administration of the general property tax was highly decentral- 
ized. There was less need of central supervision of assessments 
during the continuance of the primitive economic and political 
conditions under which this tax originated. With the increase 
of moveable and intangible wealth, however, the prevention of 
inequalities among individuals, tax districts and classes of prop- 
erty proved impossible under the locally administered system of 
uniform taxation. The first significant step toward more efficient 
administration was the creation of boards of review and equal- 
ization. The earliest of such bodies were the local boards created 
in towns, cities, and counties, with powers intended primarily to 

1 About twenty-seven special tax commissions had reported to 1897. Their 
reports are reviewed by Chapman, State Tax Commissions in the United States. 
Since 1897 there have been more than fifty special investigations. Briefer reviews 


of some of these are found in Seligman, Essays in Taxation, 8th ed., 1913, chs. 19- 
oI. 

2 The enlarged space given to administrative problems by Seligman in the 
successive editions of his Essays illustrates the point. The history of state income 
taxation also illustrates the earlier neglect of the administrative problem. The 
programs of the national tax conferences have shown a decided shift in emphasis 
toward a greater consideration of administrative problems from 1907 to the present 
time. Cf. also the very brief discussion of administrative problems in Plehn, 
Introduction to Public Finance, 3d ed., 1909, pp. 252-257. See review of the book 
by Boyle, in Economic Bulletin, iii, no. 1, March, 1910, pp. 45-47. Very suggestive 
of the present trend of interest in the National Tax Association is the new Bulletin, 
the first number of which appeared in February, 1916. 
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be used in checking and correcting evasion and undervaluation. 
Later came the state boards of equalization, established for the 
purpose of securing a more equitable distribution of the state tax. 
The powers and jurisdiction of the state boards were wholly inade- 
quate; the seriousness of their problems was quite generally unap- 
preciated; and under their regime competitive undervaluation 
continued to flourish. 

The second step toward administrative reform, state control of 
corporate assessments, was occasioned by the growth of the 
modern corporation especially of the public service type. The 
farcical character of local assessment of such properties was early 
recognized, even by those who could see no further defects in the 
tax system. The rising tide of opposition which set in after 1870 
against the powerful railroad corporations has been partly respon- 
sible for the administrative progress in dealing with this problem. 
The general policy of public control found expression in more 
effective systems of taxation as well as in regulation of rates and 
conditions of service. There was great variety in both the 
methods and results of this taxation, but the significant feature in 
practically every state was the removal of all or a part of the 
public service corporations from the jurisdiction of the local tax 
officials.! 

The progressive decline of the general property tax led to the 
final reform, the establishment of’the state tax commission. This 
body has usually taken over the functions of equalization and 
corporation assessment. Its distinctive function has been, how- 
ever, the more or less effective supervision of local officials and the 
general administration of the entire tax system.? Such is the 
course of the running fight of the states with the general property 
tax in the hope of subduing it at last into an efficient and manage- 

1 Cf. below, pp. 33-39. Cf. also McCrea, “‘ The Taxation of Transportation 
Companies in the United States,” in Report of the United States Industrial Com- 
MiSSiON, LQOI, ix, pp. 1005-1091. 

* This outline is not meant to be more than roughly correct, chronologically. 
Few states have exemplified all of these stages in the above order, and the states 
in which centralization began later often adopted all of the administrative devices 
which had previously been developed. In some cases, also, the tax commission 


has not acquired the duties of equalization and corporate assessment, though such 
concentration is becoming more general. 
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able servant of the public needs. Whether this effort has suc- 
ceeded will be one of the questions which can be answered only, if 
at all, at the close of this examination of the results achieved thus 
far by the centralizing movement. Each of the stages thus 
outlined will now be considered in more detail. é 


DECENTRALIZED CHARACTER OF THE EARLY GENERAL 
PROPERTY TAX 


It was only natural that the administration of the general prop- 
erty tax should originally be highly decentralized.. This tax de- 
veloped in the colonial and early national periods under economic 
and political conditions which made any other form of adminis- 
trative organization impracticable. In the first place it was 
unnecessary, because the limited range of public expenditures 
imposed no appreciable burden upon the resources of the people, 
who “‘ paid their taxes out of their abundance.”’! The defects 
which were later to be pronounced inherent and inevitable had 
not yet become generally obnoxious, and indeed they only 
became so with greater revenue needs and the growth of forms 
of wealth which could easily evade the clumsy and inefficient 
administrative machinery of the times. Any attempt at an 
elaborate fiscal organization would have been a useless waste of 
energy in the face of the more serious political and economic prob- 
lems with which the people were then confronted. In the second 
place a more highly centralized system would have been impracti- 
cable at that time because of the strong sentiment in favor of local 
autonomy. The revolutionary slogan, ‘‘ No Taxation without 
Representation,” still suggested too strongly the idea of intoler- 
able interference with local institutions to permit any marked 
degree of central control over the functions of assessment and 
valuation, then regarded as so definitely localized in character. 
The persistence of this view in certain sections, especially in the 
New England states, has done much to block needed reforms.? 


1 Cf. Bullock, The Finances of Massachusetts, for comparative figures showing 
early expenditures in that state. 

2 Cf. W. B. Fellows, ‘“‘ Problems encountered in establishing central Adminis- 
tration in a State under a Town Form of Government,”’ Proceedings of the National 
Tax Conference, 1912, pp. 469-477. Also, Report of the New Hampshire Tax Com- 
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During the first half of the nineteenth century the emphasis in 
American politics, in Professor Goodnow’s phrase, was “ upon 
political liberty rather than upon administrative efficiency,” and 
decentralizing tendencies were evident in almost every branch of 
public administration.! It was but natural, therefore, that the 
general property tax, developing in such an environment of 
thought and procedure, should conform to the practice of the 
day. 

Conformably with this practice, the administrative unit for tax 
purposes was either the township, as in the sections under New 
England influence, or the county, as in the areas settled from 
Virginia and the south.? Whatever the form of local governmental 
organization, the assessor was by far the most important official 
in the tax system. 

Different methods of selecting the assessor were employed at 
different times and places. The first of these, used both in the 
colonial period and afterward, was to require some local official to 
act as the assessor ex officio. Thus, in Massachusetts colony, after 
1646,it was the practice to require the selectmen of towns to act as 
assessors, assisted by a local commissioner elected by the freemen 
of each town for this purpose. The local commissioner disap- 
peared after 1695, but the selectmen continued to act as asses- 
sors in many places throughout the eighteenth century.’ In the 
colony of New York, previous to 1683, the constable and the eight 
mission of 1908, pp. 160-164. Also, the Reports of the Joint Special Committee on 
the Taxation Laws, Rhode Island, 1910-12. In all four reports were issued 
by this committee before a tax commission was established. Also, D. R. Freeman, 
“ Defeat of the Virginia Tax Reform Bill,” Proceedings of the National Tax Con- 
ference, 1912, pp. 419-423. 

1 While it is true that in the period spoken of, v#z., the close of the eighteenth 
century and the first half of the nineteenth century, the prevailing mode of tax 
administration was highly decentralized in character, there had been periods of 
greater centralization at different times in the colonial history of the older states. 
The rise and decline of a phase of administrative centralization in New Jersey 
between 1668 and 1730 is described by J. M. Mathews, in the Jour. Pol. Econ., xx, 
pp. 719 ff. See also, Fairlie, The Centralization of Administration in New York, 
especially p. 159. 

* Cf. Howard, Local Constitutional History of the United States, chs. 3, 4, 9, 10. 

3 T am indebted to Professor E. E. Day of Harvard University for these facts. 


I have also had access to his unpublished work on the History of the General Property 
Tax in Massachusetts during the Seventeenth Century. 
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overseers of the parish acted as the board of assessors, but in this 
year the office of assessor was made elective in each town, city, 
and county of the province.! In Iowa ? the sheriff, and in Illinois 
the county treasurer performed the duties of assessor. The coun- 
ties of Missouri which retained the township form of organization 
still use the town clerk as the assessor.4 The selectmen of Maine 
and Massachusetts may act as assessors in case of the failure of 
the towns to elect such officers,® and the sheriffs of counties in 
Nevada may serve as county assessors ex officio.® 

A second method of selection was appointment by the county or 
township board, or by the mayor and council of cities. This 
method was frequently in use under the early territorial and state 
governments. Thus in Michigan’ and Indiana,° the assessor was 
appointed by the county board; in Kansas by the county court; ? 
and in Mississippi by the court of common pleas.!° In Ohio the 
special appraisers for the periodic revaluations of real estate were 
originally appointed by the boards of county commissioners," and 
in Iowa where the county assessor was usually elected, the county 
judge was empowered to appoint deputies for the counties above 
10,000 population.’ Township or county assessors are still ap- 
pointed by some local authority in about eight states, and for 
cities of certain size in about nine other states. 

A third, and by far the most common method of selection at the 
present time, is that of local election. In the large majority of 


1 Schwab, History of the General Property Tax in New York, pp. 36, 52. 

2 Brindley, Financial History of Iowa, i, p. 30. The assessor had been elected 
by the county in 1839; by the township in 1843; by the county in 1845; in 1847 the 
sheriff was made assessor ex officio. Brindley, ibid., pp. 5, 12, 16, 30. 

3 Report of the Special Tax Commission of Illinois, 1910, p. 2. 

4 Judson, Taxation in Missouri, p. 202. 

5 Bureau of the Census, Wealth, Debt and Taxation, 1913, 1, pp. 40, 500. 

6 [bhid., 1902, p. 745. 7 Revised Statutes of Michigan, 1820, p. 271. 

8 Laws of Indiana, 1816, ch. 19. 

® Benton, Taxation in Kansas, p. 125. 

10 Brough, Taxation in Mississippi, p. 184. 

1 Laws of Ohio, 1825, p. 85. 22 Brindley, op. cit., i, p. 42. 

13 Bureau of the Census, Wealth, Debt and Taxation, 1902, pp. 648-826. Ibid., 
1913, 1, PP. 449-711. 

14 The assessor was elected locally in 1913 in 44 states. Bureau of the Census, 
Wealth, Debt and Taxation, 1913, i, pt. 4. Ci. New York State Conference on Taxa- 
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states the right of the township or county to choose its assessors 
from among its citizens has become a firmly established principle. 

In the formative period of the general property tax relatively 
little attention was paid to the scope of administrative authority. 
The powers given to the early assessor were slight and the tax- 
payer enjoyed large freedom of self-assessment. It was not an 
uncommon practice for the assessor to post notices of a date and 
place of meeting, at which time and place all the people were to 
assemble to give in their lists of taxable property. Visits were 
made only to those who refused or were unable to appear at the 
appointed place. In Kansas the assessor was paid one dollar each 
for making these visits. Having collected the lists it was usual for 
the assessor to announce a period when these would be open to 
inspection, after which claims for abatement might be presented.1 
Originally some states failed to provide any other arrangement for 
review and equalization, and to prevent unequal assessments 
legislatures often enacted schedules of the valuations at which 
various classes of property were to be rated.? Such crude efforts 
at maintaining equality were probably unsatisfactory enough 
while the forms of wealth were fairly homogeneous in nature and 
earning power; they failed utterly after the imposition of the 
thoroughgoing general property tax upon a mass of wealth which 
had begun to differ considerably in income-yielding capacity.’ 

The defects of such extremely decentralized administration led 
to the early development of certain improvements which repre- 
sented rather the efforts of the local units to overcome these 
defects single-handed. One of these attempted improvements 
was the grant of greater inquisitorial power to the assessor for the 
discovery of hidden wealth and the right of assessment by 
tion, 1911, pp. 155-156, for a summary of the curiously varied methods of selection 
and composition of the local boards of assessors in New York state. 

1 E. g., Laws of Indiana, 1816, ch. 19; Revised Statutes of Kansas, 1855, p. 663. 
Day, op. cit., p. 61. 

2 Wolcott, “ Report on Direct Taxes,” in American State Papers on Finance, i, 
pp. 418, 419, gives such a schedule for Vermont and New Hampshire, as of 1794. 
Cf. also Schwab, op. cit., p. 56. The New Jersey Special Tax Commission of 1880 
reprints copies of such lists for that state, enacted in 1759 and 1782. Report, pp. 15, 


19. 
3 This is the general verdict of the students of state taxation. 
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““doomage ”’ in case of refusal on the part of the taxpayer to aid 
him in the search. In 1651 the General Court of Massachusetts 
colony ordered that merchants’ and traders’ stocks, which had 
been evading taxation under the methods of assessment in vogue, 
be “assessed by the rule of our common estimation according to 
the will and dome of the assessors.” 1} In 1694-95 there was 
provided a fine of five shillings and a fourfold assessment as a 
penalty for any omission or evasion.? In 1735 it was ordered 
that no person could apply for an abatement unless he had 
made a return of his property to the assessor. After numerous 
changes it was provided in 1853 that no application for abate- 
ment would be received “‘ until the taxpayer shall have filed a 
list.” 4 This device gave the taxpayer a chance to play against 
the state by refusing to list his property, and having lost through 
high assessment under doomage, to file his list and claim the 
abatement. Such obviously faulty procedure lasted only until 
1857 when the list was required to be filed within the time pre- 
scribed by the assessors.® Finally, in 1865, an abatement was 
allowed on the amount in excess of a penalty of 50 per cent which 
was to be added to the original assessment. The 50 per cent limit 
was really a check against approximating full value under doom- 
age in the case of very large estates which had been considerably 
undervalued. In 18g1 efforts to increase the doomage power of 
the Massachusetts assessor were defeated.’ 

The introduction of similar measures in Vermont dates to the 
early history of the state. The first tax act required the listers (or 
assessors) to warn all the people to give in writing “ a true account 
of all their listable polls and all their rateable estate, particularly 
mentioning all such things as are in this act expressly men- 
tioned.”’® These lists were to be signed by the taxpayers. The 
listers could place valuations on the articles which were not spe- 
cifically valued by the statute and were empowered to fourfold 

1 Day, op. cit., p. 42. 

2 Laws of Massachusetts, 1694-95, ch. 2. 

Dn: ee, Cie WEY 4 [bid., 1853, ch. 319. 
5 Tbid., 1857, ch. 306. 6 Jbid., 1865, ch. 121. 


7 Cf. Henry Winn, Speech on the Doomage Bill, Boston, 1891. 
8 Wood, History of Taxation in Vermont, pp. 32; 33- 
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omissions as a penalty. By 1825 this simple procedure had proved 
so unsatisfactory that the listers were given practically unlimited 
powers over the assessment of intangibles so long as they acted 
with “‘ common care, skill and prudence.” A reaction against this 
extreme power occurred in 1841 and the taxpayer was not re- 
quired to hand in a list of his personal property except on the 
demand of the lister. Five years later it was provided that the 
person claiming overassessment should submit to an examination 
under oath by the listers, who were then empowered to take other 
evidence and assess the aggrieved person ‘‘ at such sum as from 
the evidence they shall deem just.” 

Ohio introduced a certain degree of inquisitorial power in the 
law which ushered in the general property tax. The assessor was 
to take the personal property returns of the taxpayer on oath. 
Should the person refuse to give in a statement, or swear to his 
return, however, the assessor was empowered to examine any 
other persons under oath in order to fix a proper assessment upon 
the delinquent.! Additional powers of inquisition were also given 
to the county auditor, who was authorized to add a 50 per cent 
penalty for refusal to swear to the list returned, and also to insti- 
tute further examination as to the amount and the value of the 
personal property of such person. This inquisitorial feature was 
carried to its most notorious and obnoxious extreme in the so- 
called ‘‘ tax ferret law,” applied to certain counties in 1885 and 
extended to the whole state in 1888.2? Under this law the county 
commissioners were allowed to contract with individuals to 
search for hidden property which the assessors had failed to 
discover. 

The attempt to secure more complete returns of taxable prop- 
erty by strengthening the inquisitorial powers of local officials or 
by authorizing a delegation of this power to private detective 
agencies has nowhere attained marked success. Ohio’s experience 
in the first decade convinced Professor Carver that the plan was 
“not capable of reforming the general property tax.’’* Success 

1 44 Ohio Laws, 85. 2 82 Ohio Laws, 152; 85 Ohio Laws, 170. 


* T. N. Carver, “ The Tax Inquisitor System in Ohio,” Pub. Am. Econ. Assn., 
1898, p. 211. Cf. also E. A. Angell, ‘The Tax Inquisitor System in Ohio,” Yale 
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depended upon the coéperation of the county auditors with whom 
rested the final authority to list the discovered property. These 
officials frequently lost interest in the activities of the “ tax fer- 
rets ”’ and in some cases they even manifested open opposition to 
listing the property unearthed by the inquisitors. The law was 
held unconstitutional in 1906.! In Iowa the assessment of per- 
sonal property increased in the counties in which “‘ tax ferrets ”’ 
were employed, but the historian of the Iowa system decided that 
definite conclusions could not be drawn from the results, either as 
to the increased listing of personal property through the inquisi- 
tors or as to the general increase in such assessments.” 

A second feature of the struggle which the local units were 
making to sustain the weakening general property tax was the 
development of the oath which was to be taken by both tax- 
payer and official, and the increase of the penalties for false 
oath or returns. Originally this means of assuring correct 
returns from the taxpayer and proper performance of duty 
by the assessor was very simple, and it was not required in all 
cases.* In the colony of New York, in 1691, the assessors were 
required to swear that they would “ well and truly, equally and 
according to their best understanding, assess and rate the Inhabi- 
tants, Residents, and Freeholds of the respective places for which 
they should be chosen assessors.”’ After repeated efforts to stimu- 
late the assessors by varying the form of the oath, together with 
numerous strict injunctions from the legislature to “spare no 
person for favor or affection, or grieve any person for Hatred or 
Ill-will,” the following oath was formulated in 1764: +4 
Review, v, pp. 350-373. Also, J. R. Garfield, “Listing and Valuation,” National 
Tax Conference, Buffalo, 1901, pp. 11-16. 

1 State v. Lewis, 74 Olio, 403. 

2 Brindley, op. cit., i, 341; also I, chs. 14,15. In 1840 the Iowa assessor was 
authorized to require the oath at his discretion, and in case of refusal, he was to 


ascertain the proper value from other sources. A charge of $5.00 was to be made 
for this trouble. Laws of Iowa, 1839-40, pp. 65, 66. 

3 The oath was not required in Michigan. Cf. Laws of 1820, p. 271. In Missouri 
the assessor got sworn returns from less than half the taxpayers. Judson, op. cit., 
p. 266. 

4 Schwab, op. cit., pp. 60, 61. 
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I, A. B., do solemnly swear upon the Holy Evangels of Almighty God 
that I will well and truly, equally and impartially, and in due proportion 
according to the best of my understanding, assess all the whole Estates, 
real and personal, of all the Freeholds, etc. within the city of Albany. So 
help me God. 


Evidence of the need for stricter assessments in Massachusetts 
is found in similar variations in the form of the oath in that state. 
No oath was required by the first tax act of Vermont, passed in 
1778, but a penalty of fourfold assessment was imposed for failure 
to return, or for incorrect returns. In 1809 the person appealing 
from the action of the assessors in their assessment of omitted 
property was required to take the oath as to the amount of his 
property. The tax act of 1880 required the oath, with signature, 
and penalized falsification by double assessment and the penalties 
for perjury. Even such drastic efforts were not successful in pro- 
moting the full assessment of intangible property.? Concerning 
similar legislation in New York state David A. Wells remarked: ° 

. oaths as a matter of restraint or as a guarantee of truth in respect 
to official statements have, in great measure, ceased to be effectual; or in 


other words, perjury, direct and constructive, has become so common as to 
almost cease to excite notice. 


A third phaseof the attempt toenforce the general property tax 
by local administration was the establishment of local boards of 
review and equalization, or the imposition of these functions upon 
some other body, such as the county court, the county commis- 
sioners, the town board of supervisors, or other local organization. 
Local boards of review often appeared quite early in the colonial 
period. For instance, the experience of Massachusetts colony 
under rather complete freedom of local assessment resulted, 
according to the language of the General Court in 1646, in the 
‘“‘want of one general way and rule of rating throughout ye coun- 
try ...”4 The tax law of 1646 provided for the election of a 
local commissioner in each town who was to assist the selectmen 
in making the assessment. The commissioners in each county 

1 Douglas, Financial History of Massachusetts, pp. 66, 67. 
2 Wood, op. cit., pp. 8, 40, 61, 62. 

3 Wells, Theory and Practice of Taxation, p. 432. 

4 Day, op. cit., p. 40. 
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were then to assemble at the shire towns and were “ required by 
law to examine the local lists, correct them if necessary, and re- 
duce them as nearly as possible to a correct basis of valuation.” ! 
In 1688 the East Jersey legislature provided for county commis- 
sioners, with power to amend the account given by any individual 
in the county concerning his taxable property. This supervision 
was abandoned in 1716.2 Similar difficulties were met in New 
York, for as early as 1692 the colonial assembly petitioned to the 
governor as follows: * 

. . . that there may be a certain method for the equal and proportionable 
assessing of subsidies we doe pray that his Excell. would appoint commis- 


sioners in each respective county for the making of an Estimate of their 
Estates, that for the future, there may not be such uncertaintyes. 


More effective county equalization in New York began in 1817 
when the county boards were authorized to change the total 
assessment of any town in order to equalize the tax burden. 

By an act of 1795 Pennsylvania provided for a triennial assess- 
ment of all taxable property, the valuations of which were to be 
equalized by the county commissioner, though without changing 
relative valuations within the townships.’ Indiana provided in 
1816 that the county commissioners, who at that time served as 
the assessors, should ‘‘ examine and correct ”’ the lists each year 
at the end of the assessment season. Vermont created county 
boards of equalization in 1820. They were composed of one lister 
(i. e., assessor) elected by the board of listers of each town, and 
met only for the equalization of the triennial assessments of real 
estate then in vogue.? Ohio established in 1825 special county 
boards of review, consisting of the special appraisers of real 
estate and the county auditor.’ Annual county equalization was 
begun in Ohio in 1852 when the county commissioners and the 
county auditor were constituted a board of equalization but 
without power to reduce the aggregate valuation of the county.® 


1 Day, op. cit., p. 62. 
2 Mathews, ‘“‘ Tax Administration in New Jersey,” Jour. Pol. Econ., xx, p. 727. 


3 Schwab, oP. cit., p. 55. 7 Wood, op. cit., p. 43. 
4 Fairlie, op. cit., p. 160. 8 23 Ohio Laws, 58. 
5 Wolcott, op. cit., p. 428. 9 49 Ohio Laws, 58. 


6 Laws of Indiana, 1816, ch. 19. 
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By a Michigan statute of 1827 the county supervisors were to 
receive the rolls from the assessors and to examine them “ with a 
view to ascertaining whether the valuations in one town bore a 
just relation or proportion to the valuations in all the townships of 
the county.” The supervisors were further authorized, in their 
discretion, ‘‘to add or deduct from the valuations in any township 
such a per cent as might, in their opinion, be necessary to produce 
a just relation between all the valuations of real estate in the 
county .. .’’! The increasing inequality of assessments in New 
Jersey led to the authorization of county equalization for individ- 
ual counties at different times.? In 1846 the township committee 
of any township in Mercer county was authorized to appeal to the 
board of chosen freeholders of the county, which was empowered 
to alter the township’s apportionment within certain limits. In 
1873 a special county board was created in Hudson county, 
chiefly for the purpose of equalizing among the municipalities 
therein. Finally, ten years later, the county boards of assessors in 
the remaining counties were empowered to raise the duplicate of 
any township assessor.’ Kansas provided in 1860 that the county 
commissioners should act as a board of equalization with power to 
equalize both real and personal property, though the aggregate 
valuation of the county might not be reduced.’ 

These local boards of review were unable to exercise any signifi- 
cant influence upon the course of development of the general 
property tax, because of the usual restriction of their power to the 
function of equalization only, and sometimes even to the equaliza- 
tion of real estate alone as in New York and Indiana. The equal- 
ization process ordinarily involved simply a redistribution of 
the local figures among the tax districts without alteration of the 
aggregate assessment. In Illinois the county boards were given 
power in 1872 to review original assessments; further extension of 
power was granted in 1898 when the town boards were abolished 
and the county boards were authorized to assess omitted prop- 
erty, to hear appeals on complaint, to equalize by raising or lower- 

1 Laws of Michigan, 1827, Act approved March 30, 1827. 


2 Cf. below, p. 100. ’ Mathews, op. cit., pp. 720, 730. 
4 Laws of Kansas, 1860, ch. 114. 
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ing all property or any class of it, and to pass upon claims for 
exemptions. The methods and motives of the early Indiana 
boards were illustrated by the following preamble to an emergency 
statute, passed in 1852:2 

Whereas information has been received that the boards of equalization in 
several of the counties of the state, at their September session of 1851, made 
a large reduction of their respective counties without authority and in vio- 


lation of law, thereby releasing the taxpayers of said counties from their 
equal and just portion of the public burden, etc. . . . 


The statute instructed the state auditor to ascertain and restore 
the amounts which had been thus cut off from the county rolls. 
This disclosure was followed shortly by the establishment of dis- 
trict and state boards of equalization.? Similar evidence of the 
failure of the county boards is found in the assertion of the New 
Jersey State Board of Taxation that the special boards created in 
certain counties failed to preserve equality among the cities of the 
county because the members were unwilling to raise the cities 
from which they happened to come.* In general, it must be con- 
cluded that local boards of equalization were unable to cope with 
the powerful tendencies which were setting in, during the middle 
of the nineteenth century, toward evasion and undervaluation, 
and in this respect most of the states have had similarexperiences.® 

In some states at an early period the county auditor was given 
scanty powers of supervision over the assessors’ returns. It has 
not been possible to make an exhaustive examination of the 
early statutes on this point but those of a few states have been 
covered; and it has been observed that the early provisions on 
this subject have borne a rather close resemblance to each other, 
a coincidence which suggests the possibility of their common 
origin in the legislation of some older state. Such connection has 
not been definitely established, however. Using the earlier 


1 Report of the Special Tax Commission of Illinois, 1910, p. 7. 

2 Laws of Indiana, 1852, ch. 65. 

3 Ibid., pp. 273 ff. The above resolution was approved Feb. 12, while the 
boards of equalization were approved on May 28. 

4 New Jersey State Board of Taxation, Report, 1894, p. 14. 

5 Cf. also Report of the Counsel appointed to assist the New York Special Tax Com- 
mission of 1893, p. 18. Also, Brough, Taxation in Mississippi, pp. 200, 204. 
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statutes of Indiana, Ohio, Minnesota, and some other middle- 
western states, the supervisory duties of the county auditor in 
connection with the assessment process may be tentatively 
grouped thus: ! 


1. Clerical duties. — Among these were the preparation of the tax dupli- 
cate and the land maps, the correction of clerical errors in the roll, and 
other duties of a similar nature. 

2. The power of abatement. —In Minnesota the auditor was the only 
local official who was empowered to grant abatements. This authority 
was assumed by the tax commission in 1907.2? Indiana allowed the 
auditor to grant abatements on account of losses by fire or upon oath 
that the taxes for the current year had been paid in another state. 

3. Powers of supervision over assessments. — The auditor was usually 
required to impose the penalty for refusal of the taxpayer to swear to 
his returns. In all of the states investigated, he was given power to 
deal with omitted or falsely returned property. In the case of omis- 
sions, Indiana permitted the auditor to assess it or to require the as- 
sessor to do so, while Minnesota required the assessor to perform the 
assessment, though the auditor could compel him to make it. In 
dealing with false returns the auditor was generally given the powers 
of the assessor while Minnesota gave in addition the authority to 
summon witnesses and to take testimony under oath in order to reach 
a correct valuation. 


It will be seen from even this brief outline of his duties that the 
auditor was hardly intended as a supervisory officer over the tax 
system, but was given certain duties in the event that property 
was likely to escape taxation through the oversight or negligence 
of the assessor or through the deliberate attempt of the taxpayer 
to avoid making the necessary disclosures regarding his taxable 
possessions. His relation to the assessor was supplementary and 
clerical rather than supervisory and such influence as he was able 
to exercise was insufficient to prevent the appearance of the con- 
ditions which were forcing the development of a more effective 
system of control. 


1 The data for these paragraphs were taken from the early statutes of the states 
mentioned and some others. They relate of course only to the auditor’s powers in 
the early nineteenth century. 

2 Minnesota Tax Commission, Preliminary Report, 1907, p. 45. 
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STATE BOARDS OF EQUALIZATION 


Evidence of the changed attitude of mind toward centralized 
administration, a change which brought about the state board of 
equalization, is at this time difficult to secure. The history of the 
administrative organization has been written for only a few states, 
and in the brief discussion which follows there is no pretense of 
doing more than to sketch in roughly the setting for the later 
administrative changes. From readily available sources some 
evidence has been collected concerning the conditions in some 
states which may illustrate fairly well the general situation. 

In Massachusetts a legislative schedule of values for classes of 
live stock had been found necessary by 1646, the year in which 
local equalization was begun. Lands were similarly classified and 
assigned fixed values per class in 1657. A tax list of 1687 shows 
that the proportion of the tax burden falling on real and personal 
property varied with economic conditions. In the commercial 
towns, possessing less live stock and more intangible property the 
proportion of personal to total assessment was relatively small. 
The tax burden increased heavily during and just after King 
Philip’s War and in 1694 provincial equalization was begun by 
a legislative committee.! Though the tax burden declined during 
the eighteenth century, there is still evidence of undervaluation 
and evasion at the end of it. The constitution of 1780 had re- 
quired a revaluation of estates at least as often as once in ten 
years.? As a matter of fact, it was actually made more frequently 
than that, but a committee of the General Court continued to 
make the equalization. In 1792 this committee reported that 
owing to the “errors and deficiencies in the returns of many 
towns, the relative proportions of such towns to those which had 
made legal and proper returns would be marked with striking 
features of injustice.” * The committee sought to correct these 
inequalities by adding property not returned by the owners, 
using for this purpose former returns and the results of their 
observations of conditions over the state. 


1 Day, op. cit., pp. 51, 56, 75. 2 Bullock, op. cit., p. 12. 
3 The complete report is given by Bullock, zbid., pp. 13, 14, note. 
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The need for state equalization in this period was not confined 
to the northern states, though these had tended to make greater 
use of direct property taxes.! Virginia furnishes evidence of the 
inequality between assessment districts and of the need of cen- 
tralized supervision of these returns, and the situation in 1782 
was thus described by Oliver Wolcott:? 

As was to have been foreseen, the valuations made by the commissioners 
of counties, though they might be and doubtless were just and accurate in 
respect to the relative valuation of different tracts of land within the same 
county, were found to be exceedingly unequal when compared with the 
valuations of other counties. This inequality, the unavoidable consequence 
of assessment by commissioners whose proceedings were independent of 
each other and uncontrolled by any common standard of opinion, rendered 
a revision indispensable. To effect a general equalization of the assessment 
an act was passed in October, 1782, by which the different counties of the 
state were arranged in four districts; in this classification of counties, ref- 
erence was had to their soil and situation, with the view of obtaining a 
general and equitable standard of valuation for the lands of the several 
counties. ... To give effect to this act, two commissioners were appointed 
who were directed to examine the county returns, and after ascertaining 
the average value of the lands in each county, agreeably to the assessment 
made pursuant to the act of November, 1781, and after comparing the same 
with the standard or average valuation of the district, to apply the same by 
adding or deducting the same, pro rata, to the assessment of each individual. 


This appearance of a crude state equalization in Virginia was 
only sporadic and did not result in a permanent assumption of 
the task by the state. 

State equalization seems to have been undertaken next in 
Maine, Vermont, and Connecticut in 1820, and in Ohio in 1825. 
No evidence is at hand relative to conditions in Maine and Con- 
necticut, but they were probably not widely different from those 
in neighboring states. The tendency for personal property to 
evade assessment in Vermont is shown by the series of laws which 
were enacted to improve the returns. An act of 1797 had simply 
required moneys and credits to be set down in the grand list at 
$6.00 in the $100. In 1809 a much more definite and exact re- 
quirement to list moneys and credits was enacted, and the listers 

1 Dewey, Financial History of the United States, p. 10. 

2 Wolcott, op. cit., p. 431. The document prepared by Secretary Wolcott pre- 


sents a valuable account of state tax systems as they were at the close of the eight- 
eenth century. 
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were given doomage powers in order to enforce a better return. 
In 1811 the list of items of taxable property was enlarged, and in 
1817 more exact regulations were laid down governing the exemp- 
tions to be allowed for military purposes. The growth of manu- 
factures denotes an increase of intangible wealth and led to a 
greater interest in tax matters. In 1820 lands were made assess- 
able on their value instead of on a specific classification and this 
change was made the occasion for a state equalization.! A similar 
change in the method of taxing lands in Ohio in 1825 led to the 
state equalization in that state. The tax burden had become very 
unequal, as was shown by the report of a legislative committee 
in 1825.2, This report showed that lands were underclassified. 
In 1820 only 225,082 acres had been returned in class I, though 
the committee estimated the correct quantity at 2,000,000 acres. 
Further, the state tax was being inequitably apportioned. For 
instance, Hamilton county paid $2080, while Athens county, 
with one-thirteenth the valuation, paid $2142. And finally, there 
were serious inequalities among individuals. In Vermont and 
Ohio as in Massachusetts, the state equalization of this period was 
made only on the occasions of land reappraisals. There was as yet 
no regular annual equalization of assessments such as was intro- 
duced later under the fully developed general property tax. 

The first instances of such regular equalization appear in a 
group of middle western states about the turn of the half-century. 
Michigan and Iowa established state boards of equalization in 
1851, Wisconsin and Indiana in 1852.’ As in the eastern states, 
the evidence goes to show that evasion and competitive under- 
valuation were important causes for the creation of these boards. 
In Indiana such a board had been established in 1841 but it con- 
tinued in existence only eleven months.‘ In 1850 the subject of 
equitable taxation was discussed by both the auditor and the 
governor. Each of these officials emphasized the volume of stocks, 

1 Wood, History of Taxation in Vermont, pp. 40-44. 

2 House Journal, 1825, pp. 153-156. Cf. Bogart, Pinancial History of Ohio, 
PP. 200, 201. 

3 Laws of Michigan, 1851, p. 143, act no, 106; Laws of Iowa, Code of 1851; 


Laws of Wisconsin, 1852, ch. 498; Laws of Indiana, 1852, p. 273. 
4 Rawles, Centralization of Administration in Indiana, pp. 260, 261. 
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notes, mortgages, and other intangible possessions that was escap- 
ing taxation. Marion county, with 3454 taxable polls, returned 
$11,349 of corporation stocks; and Marshall county, with 785 
taxable polls, returned $11,885.!_ The governor struck a popular 
note in contrasting the certainty of assessing the tangible prop- 
erty belonging to the man of moderate means — “ the farmer, the 
mechanic and the day laborer ’’ — with the ease of evasion of the 
intangible evidences of wealth which filled the coffers of the rich. 
The assessment of lands in contiguous counties was declared to 
be very unequal, and beyond remedy except by a state board of 
equalization.’ 

In Wisconsin the territorial governor declared in 1841 that the 
tax system was “ unjust, illegal and highly oppressive.” # County 
equalization was introduced in 1849, but complaints continued to 
be heard in all sections and the state board of equalization was 
provided three years later. In Iowa a defective revenue system 
had been inherited from the territorial regime. Property was 
underassessed, some counties were returning no moneys and 
credits, and an abnormal percentage of taxes was delinquent.® 
In both Iowa and Wisconsin there was strong feeling against the 
non-resident capitalist and landholder, and in this early discus- 
sion of tax problems there is evident the same antagonism to the 
outside capitalist that later found expression in the Greenback 
and Granger movements.® 

In New York, where a state board of equalization was estab- 
lished in 1859, the effect of an increased tax burden may be clearly 
seen. The rate of the state tax had been one mill on the dollar in 
1821. This tax had been entirely abandoned from 1826 to 1842, 
and the total amount yielded after its reintroduction had never 
exceeded $500,000 in any year previous to 1850.7 Local competi- 


1 Auditor of Indiana, Report, 1850, p. 57. 

> Message of Governor Wright, Dec. 31, 1850. Doc. Jour., 1850-51, p. 100. 

3 Thid. 4 Phelan, Financial History of Wisconsin, pp. 403, 318-320. 

5 Brindley, op. cit., i, chs. 1, 2. 

6 Cf. the discussions on the exemption of improvements, the taxation of credits 
and land increments, and the possibility of a land monopoly, in Brindley, op. cit., 
i, ch. 2, and Phelan, op. cit., pp. 300-306. 

7 State Board of Assessors, Report, 1879, p. 18. The income from the Erie 
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tive evasion appears to have been common even before the res- 
toration of the state tax. Governor Bouck declared in 1843 that 
the assessors of each town had fixed as low a valuation as their 
sense of duty would permit. He recommended a state board of 
equalization.! In 1851 Governor Hunt declared that much per- 
sonal property escaped entirely, while lands were assessed at less 
than their value.? The next year he reported that the assessment 
of lands had been improved but that considerable masses of 
wealth in other forms continued to escape taxation. The rapid 
increase of both state and local taxes in New York after 1850 may 
be seen from the following table: 


ASSESSED VALUATION, STATE Tax AND ToTaL STATE AND Locat Tax, 


IN New York, 1846-18704 
Total state and 


Year Assessed valuation State tax local taxes 
OAC ae es ene $616,800,000 $370,557 $4,647,000 
TOSOGe eas el. coeier 724,700,000 304,003 6,312,000 
NSS5i Meenas ewes ts 4O2;500,000 2,515,000 11,676,000 
TOOOR Maem suesseiea 54.105200;000 5,440,000 18,956,000 
ISOS see ot cae 15550,500,000 7,230,000 45,961,000 
EST OMe so ehie +i tL 00 7;000,000 14,285,000 50,328,000 


It will be seen that in 1850 the state tax represented a tax rate of 
about 50 cents per $1000. By 1855 the rate was about $1.792 per 
$1000, and in 1860 it was $3.833. The total assessment of prop- 
erty increased 130 per cent from 1846 to 1860, but the state tax 
increased 1341 per cent in the same time. The table shows also 
the phenomenal increase of the total tax burden after 1860 and 
supplies in itself a sufficient explanation for the later failure of the 
New York board of state equalization. 

This brief review of the evidence readily available to the writer 
indicates that the state board of equalization was the logical 
response to a demand for relief from local inequalities in taxation. 
The causes of this inequality are not in every case so clear, nor is 
it so evident why regular annual equalization should have ap- 
Canal permitted discontinuance of the state tax. Cf. Report of the Committee on 
Internal Improvements in New York. Privately reprinted, Boston, 1839, pp. 18, I9. 

1 Lincoln, Messages of the Governors of New York, iv, pp. 24, 25. 


2 Ibid., iv, p. 564. 3 Ibid., iv, pp. 597, 598. 
4 Fairlie, The Centralization of Administration in New York, p. 160. 
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peared first in the newer states of the middle west. The natural 
tendency to evasion has always been present and a considerable 
impulse to its exercise was given by the extension of the tax 
system to cover all forms of property, and by the increased pres- 
sure of higher taxes. In some of the eastern states the rapid rise 
in tax burden did not come until the Civil War or the years imme- 
diately preceding. In the states farther west the tax burden began 
to be considered oppressive somewhat earlier. Inefficient man- 
agement of finances, heavy interest charges on account of internal 
improvements, and the initial expansion of state administrative 
functions — these factors had caused a real increase in the cost of 
government.? The burden was felt to be the heavier and appar- 
ently furnished a sufficient incentive to evasion because the aggre- 
gate of taxable wealth was small, the economic interests were 
predominantly agricultural, and the transportation facilities were 
still quite undeveloped. The sense of injustice was deepened by 
the feeling that those best able to pay were escaping in largest 
measure.’ Public sentiment crystallized on the subject of state 
equalization and placed it in the category of state administrative 
responsibilities. Historically this step was very important. It 
marked a definite change of administrative policy and opened the 
way for a new line of development, though as a practical remedy 
these boards accomplished very little for the relief of local in- 
equalities. The reasons for this failure will be made clear from an 
examination of the structure and powers of the state boards of 
equalization, and of the conditions with which they were expected 
to deal.+ 


Methods of Selection.— Four principal methods of selection have 
been employed, as follows: state officials acting ex officio; elec- 


1 Cf. figures for New York above, p. 23, and those for Massachusetts below, 
Puzo. 

* Cf. the discussion of these problems for Iowa in Brindley, of. cit., i, chs. 1-5. 
Also “ Minnesota Tax Commission,” Report, 1914, ch. 8, “‘ The Cost of Govern- 
ment in Minnesota.” 

’ Brindley and Phelan emphasize this feeling especially. See also, Haig, A 
History of the General Property Tax in Illinois, pp. 112, 113. 

* Cf. the Separate Report of Oscar Leser, Member of the State Tax Commission of 
Maryland, 1916, for a discussion of these and other points. 
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tion; appointment by the governor with confirmation by the 
senate or executive council; and appointment by the legislature 
of a committee of its own members. The first method has been 
most popular, but none has offered any material advantage in 
results. The elective Illinois board has failed just as conspicuously 
as did the ex officio Wisconsin board. However constituted, it has 
been impossible to prevent the entrance of the same spirit of log- 
rolling that appeared in the county boards. Representatives of 
districts have fought to secure a low valuation for their districts, 
with the inevitable result of inequality of taxation over the state. 
Ex officio members have been a hindrance both to boards of 
equalization and to the later tax commissions. Their principal 
interests lie elsewhere; they are not compelled to make continuous 
and careful study of tax problems and conditions; and they per- 
form the ex officio duty chiefly with a view to its ulterior political 
effects. This, at least, has been the experience in tax administra- 
tion, and the sentiment has been very generally expressed that tax 
boards should be kept free from officials so chosen.! 

Several western states have made provision in their constitu- 
tions for state boards of equalization.? The folly of providing per- 
manent forms of administrative organization by thus embedding 
them in the organic law is shown by the experience of Colorado. 
Complete centralization of tax administration in that state was 
defeated by the refusal of the people to endorse a proposed 
amendment providing for the abolition of the state board of 

1 A recommendation to this effect occurs very widely in the reports of special 
commissions. Cf. the following as a sample of the criticism that is offered: 

“ The state officers who constitute the present state board of equalization are 
almost wholly occupied with the other duties of their respective offices. It is 
impossible, in the nature of the case, that they should give very much of their 
time to this most important subject. During ten or eleven months of the 
year they have no time or opportunity to devote to the matter of assessment, 
and the whole work of assessment and collection of taxes goes on in the various 
counties independently, without any directing or supervising power.”  Keport 
of the Kansas Tax Commission of 1901, p. 13. The political motives are espe- 
cially commented upon by the New York state board of assessors in their Report, 


1885, p. 25. Cf. also Colorado Tax Commission, Report, 1912, pp. 16,17; and 
the Report of the Committee to investigate Assessment and Taxation, Tennessee, 


TOUS Poole 
2 These states are California, Colorado, Idaho, Montana, Utah, and Wyoming. 
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equalization and the transfer of its duties to the new tax 
commission.’ 

Scope of Powers. — According to the original design, all of the 
earlier state boards of equalization were expected merely to 
equalize the local returns and no further powers were conferred, 
though in some cases these boards were later given the duty of 
assessing certain classes of corporate property. But so far as con- 
cerned the function of equalization, the authority of both state 
and county boards was strictly limited to the equalizing process. 
In a few cases, notably New York and Ohio, this process was ex- 
tended to real estate only. The more general practice in later 
years was to equalize both real and personal property though of 
course the power of changing real property assessments, except in 
the years of general revaluation, was limited to allowances for the 
erection or destruction of improvements above a certain value, 
usually $100. The variety of restrictions may be illustrated from 
a group of middle western states. The Ohio board could raise or 
lower the total local valuation by 12} per cent;? the Minnesota 
board was not permitted to reduce the total, but might increase it, 
apparently without limit; * the Kansas board might raise or lower 
any county but was not allowed to alter the total for the state; * 
and the Michigan board was free to alter this total by any amount 
in either direction.’ Previous to 1898 the Illinois board could not 
reduce the aggregate, but in this year it was empowered to alter 
the total in either direction by ro per cent.® 

Irregular or Infrequent Equalization.— The infrequency of 
equalization was in some states another cause of inefficiency. In 
this respect there has been wide variation in practice. Maryland 
has headed the list with only five revaluations of real estate, at 
irregular intervals, in the nineteenth century.? Maine had a 


1 Colorado Tax Commission, Report, 1912, p. 18. 

* Cf. below, p. 50. Even this power was withdrawn in 1900. 

3 Laws of Minnesota, 1860, ch. 1. 5 Laws of Michigan, 1851, p. 143, § 4. 

4 Laws of Kansas, 1861, ch. 30. 5 Laws of Illinois, 1898, p. 34. 

7 Cf. Report of the Special Tax Commission of Maryland, 1913, p. 170. Cf. 
also T. S. Adams’ argument that this infrequent appraisal was no hardship, since 
the great expense of more frequent revaluations tended to outweigh the possible 
gain. Taxation in Maryland, p. 37. 
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decennial revaluation from 1820 to 1890, when the period was 
changed to a biennial term.! Ohio in 1910 abandoned for a quad- 
rennial appraisal the decennial period which had prevailed since 
1860.2, Michigan has used a quinquennial period, Missouri a 
biennial, while Wisconsin, California, Illinois, and New York have 
revalued real estate annually. Indiana has tried at different times 
periods of five, two, six, and finally four years, with equally indif- 
ferent success in the results. There has been little to the advan- 
tage of any of these boards owing to the lack of adequate powers 
and of a proper sense of the responsibilities which rested upon 
them. The work of the Illinois board in annual session has been 
no more creditable than that of the Ohio decennial board. Given 
the other conditions which prevailed, inefficiency was inevitable, 
though the infrequency of meeting lessened by so much the 
chance of possible relief. 

It seems clear enough from this review of the structure and 
powers of the state boards of equalization that they would be in- 
adequate to afford any guarantee of effective control of the situa- 
tion. The improbability of adequate equalization by such boards 
is further increased by a consideration of the new conditions 
which were developing — a development which meant virtually 
the breakdown of the general property tax. These conditions 
were the enormous increase of public expenditures, the funds for 
which were gotten mainly through taxation; and in addition, the 
phenomenal growth of intangible wealth. 

The Civil War marked for the older states a turning point in 
their fiscal history and signalized the beginning of an era of public 
expenditure which had seen no parallel in the history of any pre- 
vious epoch. The first cause of this increase was the additional 
burden imposed by the war itself, a burden borne the more cheer- 
fully because it was expected to be but temporary.? But the high 
level of public outlay reached in 1865 has served for both state and 
federal governments merely as the basis for an expansion as yet 

1 Cf. below, p. 118. 

2 Since 1913 the various tax laws have permitted the reassessment of real estate 
in the discretion of some taxing authority, state or local. Cf. below, ch. 16. 


3 Cf. Taussig, Tariff History of the United States, pp. 172, 173, for a statement 
of the popular attitude toward high tariff rates during the War. 
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unchecked for either.1 For the states there has been the whole 
modern movement toward economic and social betterment at 
public expense, and the enlargement of the entire administrative 
organization entailed by these wider activities. This extension of 
functions, with its concomitant growth of the administrative 
organization, has occasioned a phenomenal increase in the 
amounts required to be raised through taxation. The earlier 
special tax commissions were greatly concerned with this problem 
and their reports contained frequent reference to the recent rapid 
increase of the public burdens.? The figures showing the growth 
of taxation in New York have already been given.* Massa- 
chusetts presents a similar experience. The Boston tax rate in 
1822 was 36 cents per $100. As late as 1860 the general level 
throughout the state was from 60 cents to $1.00, and in 1861 the 
average tax rate was 83 cents. The average direct state revenue 
during the years 1856-60 had been $1,125,000 but the average of 
the next four years was $4,000,000. In 1859-61 the state levy had 
averaged less than $300,000, but in 1865 it was $5,000,000. The 
total yield from the general property tax was $7,600,000 in 1861, 
and $16,800,000 in 1865.5 

The universality of this tendency toward higher tax burdens is 
shown by the general advance of tax rates after 1860.° In this 
year the average tax rate for the whole United States was 78 cents 
per $100 of assessed valuation. Ten years later it was $1.98. The 
average rate receded slightly in the next two census years, to $1.83 


1 Cf. Bullock, ‘‘ The Growth of Federal Expenditures,” Pol. Sci. Quart., xviii, 
Pp. 97. 

2 Cf. Chapman, oP. cit., passim. 

3 Cf. above, p. 23. 

“ Bullock, “A Classified Property Tax,” Proceedings of the National Tax Con- 
ference, 1909, p. 96. 

® Friedman, The Taxation of Corporations in Massachusetts, p. 24. The Massa- 
chusetts Special Tax Commission of 1875 said: ‘‘ The War of the Rebellion brought 
with it an enormous expenditure, and an inflated paper currency. . .. The 
holders of personal property . . . were stimulated to extraordinary efforts to 
evade their share of the common burden, while the banks . . . without exception 
surrendered their charters and became National Banks. The state and the munic- 
ipalities were deprived of resources at a time when they were experiencing a 
pressing need for revenue.” Report, pp. 123, 124. 

6 Bureau of the Census, Wealth, Debt and Taxation, 1913, i, p. 751. 
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and $1.85 respectively, but advanced to $2.05 in 1902. While 
this increase was doubtless due, in part, to evasion of assessment, 
yet there was unquestionably an advance to a higher level of 
taxation by 1870, the greater burden of which stimulated in- 
terest in the problems of tax reform and of more equitable tax 
distribution. Throughout the country the increasing difficulty 
of securing adequate returns from taxation forced attention to 
the question of tax administration. Reference has already been 
made to the number of special tax commissions which have 
been created for the study of these problems.! In Indiana 
“The subject of taxation was brought into prominence by 
the condition of the state’s revenues. The state was in debt 
and the debt was being increased annually by over $500,000. It 
was necessary to raise additional revenue.” ? The Iowa special 
tax commission of 1893 asserted, “‘ The credit and financial 
standing of our state are impaired by the low valuation that now 
obtains.” * In the same year the preamble to the resolution 
passed by the Ohio legislature creating a special tax commission 
recited that the existing tax law needed revision and that the 
state was compelled to find additional revenue.* 

While the increased fiscal needs of states and local communities 
have been compelling greater demands upon the taxpayers, there 
has been in progress in the United States a subtle transformation 
of the forms of wealth, which has rendered the general property tax 
a steadily less effective agency for the just distribution of the tax 
burden. Intangible property had existed, of course, from colonial 
times, and it had even begun to appear in considerable volume 
before the Civil War. But the American Industrial Revolution 
has only worked out its full effects since that time. The rise of the 
corporation as the chief form of industrial organization, the tre- 
mendous accumulation of wealth as the result of greater national 
productivity, and the general development of the national re- 
sources — these phenomena have made possible the creation of an 
enormous volume of intangible property. The steadily increasing 

1 Cf. above, p. 5, note. 
2 J. P. Dunn, The New Tax Law in Indiana, Indianapolis, 1892, p. 6. 


3 Report of the Special Tax Commission of Iowa, 1893, p. 8. 
4 Report of the Tax Commission of Ohio, 1893, Dp. T. 
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evasion of these more elusive forms of wealth has been the ‘‘bloody 
angle” of criticism against the general property tax and the latest 
administrative reform, supervision of the local assessment, marks 
the final attempt to save the tax by eliminating this weakness. 
With the rapid increase of the tax burden after the middle of 
the nineteenth century, the growing evasion of intangible per- 
sonal property gave rise to a vicious circle of cause and effect 
which worked havoc with all standards of justice in taxation.! 
The pressure of a steadily advancing tax rate popularized com- 
petitive undervaluation until a generally accepted canon of taxa- 
tion among local tax officials was ‘“‘ Keep down the duplicate in 
order to reduce the state tax.”’ These officials embarked upon this 
course notwithstanding all the penalties of the law and the solem- 
nity of their oaths of office. The lower valuation meant a higher 
rate for local purposes, but the total taxes to be levied were 
somewhat reduced by the smaller quota of state and county taxes. 
The higher local rate, however, began to bear more and more 
heavily upon property and at last to approach confiscation of the 
entire income from certain classes of investments. The natural 
result of this increased pressure was a progressive evasion by 
intangible and readily moveable property, thereby lessening the 
total valuation and increasing still further the rate necessary to 
raise the needed local revenue. The incentive was then still 
greater to secrete or undervalue the moveables and intangibles. 
Evidence of the operation of this vicious circle may be seen in the 
personal property assessments of almost any city or state since 
the Civil War. The only escape under the general property tax 
has been the recent action of several states in limiting the total 
tax rate, thereby forcing higher valuations and affording some 
guarantee to personal property owners that the whole income 
from their property would not be confiscated. In some other 


1 Cf. Bullock, ‘‘ A Classified Property Tax,” Proceedings of the National Tax 
Conference, 1909, pp. 95-111, especially p. 97. 

2 The tax rate in many districts has been $4.00 or above on the $100. 

3 FE. g., E. D. Durand, The Finances of New York City, pp. 190-195; C. C. Wil- 
liamson, The Finances of Cleveland, pp. 67,68; J. H. Hollander, Financial History 
of Baltimore, p. 384; C. P. Huse, The Financial History of Boston, pp. 376, 377. 

4 E. g., Kansas, Ohio, Wyoming, Colorado. 
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states the condition of underassessment has been officially recog- 
nized by the legislature and the legal basis of assessment has been 
reduced to a percentage of full value, or else the levies have 
assumed the existence of undervaluation without legalizing it. 
For example, Iowa in 1897 adopted 25 per cent of full value as the 
legal basis of assessment! and Illinois in the following year 
accepted 20 per cent of full value as the legal basis.2_ The latter 
percentage was advanced in 1909 to 334 per cent with a corre- 
sponding reduction in the tax rates. Similar depreciation of the 
basis of assessment occurred in Minnesota and Washington and in 
both these states it has proved an effective barrier to the work of 
the tax commission in establishing needed reforms.4 Minnesota 
in 1913 legalized the percentage basis, requiring the assessment 
of different classes of property at varying percentages of full 
value.® 

To the present time state equalization, by a board or otherwise, 
has been provided in some thirty-nine states, including those in 
which the later tax commissions have taken over this function. 
The earlier boards were established almost exclusively in the 
northern states, thoughnot all of these states have had such boards. 
The comparatively late appearance of heavy direct taxation in 
southern states and the relatively small amount of locally owned 
intangible property delayed intense competitive undervaluation 
and the demand for state equalization. The recent changes in 

1 Code of Iowa, 1897, p. 457. 

2 Laws of Illinois, Special session, 1898, p. 36. 

3 Ibid., 1909, p. 308. Acceptance of the depreciated basis by the legislature 
occurred also in Kansas, where the treasurer asserted in 1886: ‘ The levies pro- 
vided for by law last year would raise — no person can say how much — certainly 
$3,000,000; whereas, with the present valuation, but about $1,000,000 is raised. 
Treasurer of Kansas, Report, 1886, p. 94. 

4 Cf. below, chs. 12 and 13. 

5 Laws of Minnesota, 1913, ch. 483. The auditor of Missouri recommended a 


50 per cent basis in 1900. Report of the Missouri Tax Commission, 1903, p. 14. 
Washington adopted a 50 per cent basis in 1913. 

6 Cf. Seligman, Essays in Taxation, p. 20; Bullock, The General Property Tax. 
Also, Hart, ‘‘ The License System in Louisiana,” Proceedings of the National Tax 
Conference, 1909, pp. 275-295. Cf. also Report of the Special Tax Commission of 
Louisiana, 1908, p. 8. Florida established a state board of equalization in 1871 
(Laws, ch. 1841) but it was abolished after one report (Laws, 1872, ch. 1887). 
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tax systems and the growth of wealth in the South have altered 
the situation, and the practices which once characterized assess- 
ments in northern states only are now to be found in southern 
states as well. The collapse of local administration has led to a 
general demand for state equalization in those commonwealths 
north and south which have not yet progressed to this stage of 
administrative reform. After three special tax commissions in 
New Jersey,! a board of equalization with power to adjust valua- 
tions on appeal was established in 1905.? Similar recommenda- 
tions were made by the Delaware special tax commission of 1893, 
and for Mississippi by a student of the tax system in 1899.3 
Louisiana created such a board in 1906, North Carolina in 1907; ° 
and the Arkansas Tax Commission recommended in 1910 that its 
powers be extended to include authority to change individual 
assessments.® The Virginia special tax commission of 1911 recom- 
mended the establishment of a permanent tax commission with 
power to equalize among the counties, but the plan was defeated 
in the legislature.’ The Texas special tax commission of 1899 
declared that as far as concerned the state tax, nothing was more 
unequal than the values in thé several counties of the state.8 
Since 1912 the Texas Tax Commissioner has been urging the 
advisability of creating a board of equalization or a tax com- 
mission with power to equalize.? These more recent recommenda- 
tions for a state board of equalization are really behind the times. 
State equalization may be necessary, but a board with equalizing 
powers only would be of small avail. In reality, what is needed is 

1 The first proposal came from the commission of 1880, the second from the 
commission of 1890, and the third from the commission of 1905. These reports 
are reviewed on this point, by the report of the last-named commission, pp. 34, 35. 

2 Cf. below, pp. 114 ff. 

8 Brough, Taxation in Mississippi, p. 204. Mississippi created a state board of 
equalization in 1874 (Laws, ch. 28), but it soon disappeared. 

4 Laws of Louisiana, 1906, No. 182. 

5 Laws of North Carolina, 1907, ch. 261. 

6 Arkansas Tax Commission, Report, 1910, pp. 42, 43. 

™ Report of the Virginia Tax Commission, 1911, p. 18. On the reasons for the 
failure, cf. D. R. Freeman, ‘‘ The Defeat of the Virginia Tax Reform Bill,” Pro- 
ceedings of the National Tax Conference, 1912, pp. 419-423. 


8 Report of the Tax Commission of Texas, 1899, Pp. S- 
® Cf. below, p. 563. 
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a state tax commission, with power not only to equalize but also 
to supervise local assessments.1 


STATE BOARDS OF CORPORATE ASSESSMENT 


The second stage in the evolution of the centralized tax depart- 
ment was state assessment of corporations. In general this stage 
succeeded that of state equalization of local assessments, though 
in a few states, especially in the South, it preceded state equaliza- 
tion, while in some others the two functions were established 
simultaneously. The principal reasons for centralization at this 
point were the difficulties of corporate valuation and assessment, 
and the need of supplementing the revenue from the general prop- 
erty tax. An examination of the state session laws shows that 
the majority of these boards were established in the twenty years 
following the Civil War, a period in which state and local expendi- 
tures were rising rapidly and the general property tax was going 
to pieces under the heavier strain. It was in this period, too, that 
the public attitude toward public service corporations, especially 
railroads, underwent a marked change reacting from an extremely 
tolerant policy of favoritism and encouragement to an equally 
extreme attitude of suspicion, restriction and regulation. The 
“ Granger Movement ” left its trail of state railroad commissions 
equipped with varying degrees of authority over rates and con- 
ditions of service. As the scales fell from their eyes the people saw 
that in taxation as in rate structures there was need of central 
administrative control. 

Originally the states made no distinction between corporate 
and other property but sought to tax all property within their 
jurisdiction according to the uniform rules of the general property 
tax.? In the era of popular craze for internal improvements at 
any cost exemptions and concessions of various sorts were offered 
by some communities in favor of internal improvement companies 
but tax exemptions were never so generally used as were the more 

1 Certain recent special tax commissions have recognized this fact. Cf. e. g., 


Report of the Commission to Investigate Tax Assessments in New Jersey, 1913, p. 31} 
also Report of the Commission to Investigate Assessment and Taxation in Tennessee, 


TKO, Op. Spc 
2 Cf. Seligman, Essays in Taxation, pp. 145-148. 


34 THE STATE TAX COMMISSION 


direct forms of financial assistance.! The growth of interstate 
transportation and the increase of earning capacity placed the 
problem of railroad assessment beyond the capacity of the 
local assessors. The assumption of this function by the state 
was a natural and logical development that was forced upon it by 
circumstances. 

The usual method of effecting such administrative centraliza- 
tion was through the erection of a state board of assessment. 
Some states, which already had a state board of equalization, 
imposed upon that body the additional duties of corporate assess- 
ment. In most other cases certain state officers were required to 
act ex officio as assessors of certain corporations. These assess- 
ment boards were often given fairly extensive powers, includ- 
ing the authority to call and examine witnesses, to compel the 
production of books and papers, and to have access to the records 
of the business. State control of corporate assessment forced the 
consideration of methods of taxation which would achieve the 
desired result of increasing the tax burden on the companies thus 
detached from the local jurisdiction. The attempt to develop an 
adequate system of corporate taxation led to great diversity in 
practice; but out of these originally wide variations there emerged 
finally certain fairly definite types of tax system, which as applied 
to railroads have been characterized as follows: ? 

Railways are taxed either upon an ad valorem or upon a specific basis, 
or upon a combination of the two. The ad valorem taxes fall into two classes: 
First, taxes on the value of real and personal property; second, taxes on the 
value of stocks or bonds or on valuation based on earnings, dividends or 
other results of operation. The specific taxes fall into three classes: First, 
taxes on stocks, bonds, loans, etc.; second, taxes on gross or net earnings, 


revenue, or dividends; third, taxes on traffic or some physical quality or 
property operated, or on privilege. 


By a somewhat different grouping these taxes have been classi- 
fied as taxes on capitalization, taxes on gross receipts, and a modi- 
fied form of the general property tax. The first two of these forms 


1 McCrea, op. cit., p. 1009; also Cleveland and Powell, Railroad Promotion and 
Capitalization, pp. 176-178. 

* Bureau of the Census, Commercial Valuation of the Railway Operating Property 
in the United States, Bulletin No. 21, 1904. 
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have been most popular north of the Ohio and east of the Missis- 
sippi, while the third has prevailed more commonlyin the remain- 
der of the country.! Ad valorem taxationin the form of a modified 
general property tax has displayed some tendency in recent years 
to encroach upon the territory of the other two forms. The taxa- 
tion of railroads on gross receipts received a severe blowinits aban- 
donment by Michigan and Wisconsin for an ad valorem system 
and at the present time but five states employ this method.? The 
transition represents in part, at least, the demand for greater 
accuracy in allocating the tax burden. The responsibility for the 
adjustment of the tax burden upon the corporation under the 
gross earnings system is largely legislative while under the ad 
valorem system it is chiefly administrative. The failure of legis- 
latures to display the desired sensitiveness to the interests of the 
people has engendered a certain distrust in legislative responsi- 
bility.* Out of this distrust grew the feeling that it was impossible 
to tax the railroads adequately under specific taxation, inasmuch 
as any change in the rates required the approval of a majority 
of the legislature and the difficulty of securing such changes 
made the system exceedingly rigid and inflexible. The responsi- 
bility for delays in adjusting the tax rates was neither easily nor 
certainly fixed, and discontent naturally emerged with the prac- 
tical operation of specific taxes. ‘The investigations of tax com- 
missions in both Wisconsin and Michigan led to the conclusion 
that the railroads were not paying their fair share of taxes, and 
the popular distrust of the legislature as an agency of relief was a 
factor in the adoption of the ad valorem system.* The Minnesota 
tax commission has on two separate occasions shown that the 
railroads were paying less taxes than other property but in each 
case a second contest in the legislature was necessary in order to 
secure an advance in the rate on gross earnings, while in the first 
case the proposal was submitted to the people the second time 

1 McCrea, op. cit., pp. 1012-1015; cf. Seligman, Essays in Taxation, pp. 170- 


177. 
2 California, Maine, Maryland, Minnesota, and Connecticut. 
3 The recent movement for the initiative and referendum illustrates the 
feeling. 
4 See below, chs. 8 and 9. 
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before it became a law.! Without endorsing either method at this 
point it is apparent that such difficulties as these have been of 
weight in provoking discontent with the specific system.? 

The complete results of corporate assessment by state boards of 
assessors are not available. This material is still for the greater 
part buried away in state documentary files. The accessible evi- 
dence shows, however, that although the ex officio boards effected 
valuable improvement over the primitive conditions of the locally 
administered general property tax, yet their results left much to 
be desired. Some indication of the condition of valuations may be 
seen in the comparative figures of the older boards and those of 
the new tax commissions. The Indiana board of tax commis- 
sioners added $100,000,000 to the assessment of railroads the first 
year; the Kansas commission added more than $200,000,000 to 
the total corporate assessment; the Ohio commission added 
$400,000,000, and comparable advances were made in other 
states. These increases are strikingly suggestive of the low level 
of results which satisfied the first boards of corporate assessment. 

The reasons for such inefficiency have been various. The 
defects of the ex officio and the large elective state administrative 
boards have already been discussed.’ These defects have pre- 
vented efficient corporation assessment for the same reasons that 
they prevented proper equalization of local assessments of other 
property. The Illinois board of equalization has successfully 
resisted all efforts to compel it to make a proper assessment of cer- 
tain public service corporations in Chicago.* The Missouri board 
of equalization was accused of favoritism in railroad assessments, 
and its best reply was that it was assessing railroads on a higher 
basis than the Illinois board, a very questionable defense under 
the circumstances. One of the most notorious cases that has 
come to light was the action of the Nevada State Convention of 

1 Minnesota Tax Commission, Report, 1908, p. 85, and 1912, p. 4. The con- 
stitution requires a popular vote on any proposal to change the rate of tax on gross 
earnings. 

2 Cf. Ibid., 1912, for an extensive review and criticism of the ad valorem system. 
Cf. also below, ch. 13. 


® See above, pp. 24-27. 4 See below, pp. 75, 76. 
5 Judson, op. cit., p. 82. 
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County Assessors, which assesses railroad property. In 1906 a 
progressive minority sought to make the railroad valuation some- 
thing more than nominal; but after taking more than sixty bal- 
lots the convention adopted the utterly inadequate valuation 
originally decided upon by the majority. 

Further, the earlier laws were often lacking in clearness, and 
did not always give adequate powers to the boards charged with 
their enforcement. But little inducement was required to per- 
suade the ex officio assessment boards to lapse into the same prac- 
tices in assessing corporations as had become characteristic of 
their work, and of the work of similar boards, in the state equali- 
zation. Even this small encouragement was afforded, however, by 
the inadequate laws and the absence of any scientific spirit in 
approaching the problem; and the unsatisfactory results which 
appeared were the natural fruit of imposing tasks of such magni- 
tude upon men so little fitted for them, with defective statutes and 
restricted powers to add to their difficulties. Corporation assess- 
ments drifted into ruts,and but little attempt seems to have been 
made to keep abreast of the advance in taxable capacity. In 
short, the older corporation assessment boards seem to have been 
repeating, for these classes of taxpayers, many of the vicious prac- 
tices which have been followed by the local assessors in their 
administration of the general property tax. 

Centralization of corporate taxation has been incomplete, both 
with regard to the property of the corporation and with regard 
to classes of corporations. Everywhere the central assessment 
under the ad valorem system covers only the property actually 
used in the business. All other real estate is taxed where situated 
in the same manner as adjoining property, though in practice dis- 
criminations are sometimes made against or in favor of corporate 
real estate. In Wisconsin and New Jersey the cities succeeded in 
temporarily detaching certain definitely localized operating prop- 
erty from the state assessment.? The motive here was the increase 
of municipal revenue but there was evidently a confusion between 
local assessment and the allocation of a somewhat larger share of 


1 Nevada State Convention of Assessors, Report, 1906, passim. 
2 See below, pp. 104, 263, 264. 
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the taxes paid on the state assessment. Further, while the func- 
tion of valuation has been centralized, the determination of the 
tax rates is often left to the local tax districts, subject only to 
the general restrictions on the local levying power. In such 
cases the centrally determined valuation is apportioned among 
the various counties, cities and tax districts on the basis of mile- 
age. This process has proved very uneconomical in the case of 
certain transmission companies since the greater part of the re- 
ceipts in small districts has been absorbed by the expenses of 
certification and collection. 

Centralized corporate assessment is incomplete also in that it 
has been confined almost wholly to the public service corpora- 
tions, though there are private corporations in many states which 
exceed in size and importance some of the public service corpora- 
tions which are now assessed through state agencies. With the 
exception of the few states in which fairly complete systems of 
corporate taxation have been developed, it is still the rule to tax 
private business corporations through the agency of the local 
assessor.! In a few instances the general property tax has been 
supplemented by franchise or capitalization taxes. It need hardly 
be pointed out that the local piecemeal assessment of the larger 
private corporations is as indefensible as would be the local assess- 
ment of railroads. This proposition was sustained by the Michi- 
gan Special Commission of Inquiry into Taxation of 1911, which 
suggested that the board of tax commissioners be given power to 
assess all business corporations.? The Wisconsin income tax over- 
comes the deficiencies of local assessment of personal property by 
central assessment of incomes, including corporate incomes. In 
Michigan, Minnesota, Arizona, and Ohio the tax commission has 
assumed the assessment of mines. Aside from such instances, 
however, the assessment of private corporations remains a local 
matter, subject only to such central control as may be exercised 
over the whole local assessment process by a state tax department. 
The tax commission should be permitted and required to advise 
the local assessors, at least, if the whole problem of the valuation 


1 Seligman, Essays in Taxation, pp. 195-215. 
* Final Report of the Commission of Inquiry into Taxation, 1911, pp. 46-49. 
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of the larger industrial and mercantile companies is to be dealt 
with under the general property tax. 

The centralizing movement in the taxation of corporations was 
for a long time confined to the states, but in 1909 the federal 
government entered this field by the enactment of an excise tax on 
corporations, a tax which was later merged with the income tax of 
1913. The first measure was not so much a necessary complement 
to existing federal taxation as the outcome of opposing political 
forces. The second was avowedly made a part of the revenue 
plan as an offset to certain tariff reductions. In addition to this 
direct participation in corporate taxation the federal government 
bids fair to engage more extensively in the movement through 
contributory channels. ~The increasing popularity of physical 
valuation as a guide to taxable values will enhance the significance 
of the physical survey of railroad property which is now being 
conducted by the Interstate Commerce Commission. Professor 
Seligman has invoked the aid of the federal government in the 
administration of the income tax, though advocating the latter as 
a means of state income, owing to the interstate complications 
which threaten the efficiency of state administration.’ 


THe STATE Tax COMMISSION 


The final stage of the development here outlined has been the 
extension of state control over the actual process of local assess- 
ment. In the earlier stages, reform was attempted either by 
correcting the mistakes after they had been made or by removing 
the assessment entirely from local jurisdiction. But the fact re- 
mains that a good equalization cannot wholly correct a poor 
assessment. Experience showed that even a good equalization 
was not usually obtained under the older regime. The inefficient 
results of ex officio administration finally became intolerable and 
the tax commission, a body in special charge of tax administra- 


1 Seligman, The Income Tax, pp. 591-594, describes the origin of the corporation 


tax of 1909. 
2 Seligman, ibid., pp. 654-058. Cf. also his Presidential Address at the National 


Tax Conference, 1914, Proceedings, pp. 186-198. Also the discussion by T. S. 
Adams, ibid., pp. 199, 200, approving this policy. 
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tion, has emerged. In most cases it has taken over the functions 
of state equalization and of corporate assessment; but its own 
distinctive function, that which made the advent of the tax com- 
mission so definite an advance, was the supervision of local assess- 
ments. None of the boards created before 1891 had possessed this 
authority. 

In some states, however, a certain degree of supervisory au- 
thority had apparently been exercised by the state auditor, by 
whom the blank forms were prepared, instructions issued, and a 
certain inspection maintained over the returns. In this there was 
no real supervision of the local assessors, no thorough inspection 
of their work, no effective authority for the enforcement of sug- 
gestions. The significant feature of the tax commission’s super- 
vision has been the actual extension of a varying degree of control 
over the official acts of the assessor. 

The difficulties of adequate supervision of the hundreds of local 
officials were not comprehended at first and the earlier statutes 
which created tax commissions were therefore not entirely suc- 
cessful. In fact some boards have been able to exercise merely 
advisory authority, which has proved to be of little value in com- 
bating long-established local practices. These defects have been 
met recently in some states by conferring upon the tax commis- 
sions sweeping powers of reassessment, and in a few instances the 
authority to remove the assessors. Whether the tax commission is 
to go farther and appoint the assessor, as in the Ohio experiment 
of 1913, or whether the locality is to continue to make its own 
assessment subject to review and correction from above, it is im- 
possible now to say. It is really a question of local self-govern- 
ment — is the locality to choose the original assessor, or shall he 
be chosen by the state ? 

The former practice is deeply rooted, but the conviction has 
been freely expressed that to the practical results of the principle 
of local election may be attributed a considerable proportion of 
the difficulties which have been experienced in enforcing the 
general property tax.1 Under the conditions which actually pre- 


1 The Kansas special commission of 1901 said: ‘‘ The township assessor assesses 
the voters upon whom he depends for reélection. It is a necessity of the case, and 
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vailed — great increase of tax burden and rapid growth of intan- 
gible wealth — it is quite questionable if central assessment could 
have prevented the breakdown which actually came, though it 
might have made it less serious. The more important question 
today is whether, for the future, the principle of local selection of 
the assessing officers shall be retained ? 

Two opposing movements are discernible. One, headed by the 
special tax commissions, has advanced toward the goal of greater 
state control of the whole machinery of assessment; the other, 
headed by the advocates of ‘‘ home rule ”’ for cities, has reacted 
against all centralizing tendencies. As early as 1875 the Massa- 
chusetts special tax commission suggested that the tax commis- 
sioner be empowered to appoint one member on each local board 
of assessors, thinking to secure in this way general uniformity in 
the enforcement of the tax laws.! The ideal of state-wide uniform- 
ity in administration was upheld also by the Ohio special tax 
commission of 1893 in proposing a permanent tax commission 
with power to appoint a county board of three members which 
should have complete charge of assessment and equalization in the 


it universally appears in practice, that the assessment becomes a machine for the 
securing of votes, and in too many instances individual inequalities are a direct 
result of this defect.’’ Report, 1901, p. 15. Professor Seligman has asserted that 
“the assessors are compelled openly to disregard their oath or to incur certain de- 
feat at the next election.”’ Pol. Sci. Quart., v, p. 26. In New Jersey one assessor 
based his appeal for reélection upon the statement that he had reduced the valua- 
tion by $100,000, though actual values had increased 15 per cent. New Jersey 
special commission of 1912, Report, p. 21. 

The assessor’s struggle for political self-preservation is further intensified by 
the short term which quite generally prevails. In 14 out of 26 states in which the 
office of county assessor was elective in 1913, the term was for two years. In the 
remaining 12 states the term was four years. Out of 21 states with elective town 
assessors, 9 were elected annually, 8 biennially, 3 triennially and 1 quadrennially. 
Bureau of the Census, Wealth, Debt and Taxation, 1913, i, pp. 449 ff. In Illinois it 
has been the practice to elect the assessors just before the quadrennial revaluation 
of real estate, thereby requiring the inexperienced official to undertake at the out- 
set one of the most difficult and important of his duties and affording great ad- 
vantage to those localities which have been pressing for low valuations. The New 
Jersey board of state assessors secured an extension of the assessor’s term from 
one to three years and recommended a further extension to five years. Report, 
1891, p. 14. The term of the Oregon assessor has recently been extended to four 
years. 

1 Report of the Commission on Taxation in Massachusetts, 1875, pp. 85, 80. 
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county.! This proposal passed unheeded at the time, but the 
present permanent tax commission was given the right in 1913 
to appoint the county board of review, and the power of removing 
the county assessors who were to be appointed, according to the 
same act, by the governor. This law was repealed in 1915.2 The 
Kansas Tax Commission aimed at improving assessment condi- 
tions while preserving a measure of local autonomy in its recom- 
mendation of 1912 that county boards be empowered to appoint 
county assessors, over whose work the commission was to exercise 
close supervision.? Similar recommendations were made by the 
Utah board of equalization in 1910,* the Minnesota Tax Commis- 
sion in 1912, and the Massachusetts Joint Special Commission on 
Municipal Finance of 1913.5 In Connecticut the tax commis- 
sioner found that the six cities in which the assessors were ap- 
pointive under charter provisions were among the best assessed 
districts of the state.6 These proposals have not all been adopted. 
They indicate, however, the trend of sentiment among the prac- 
tical officials and the special students and investigators of condi- 
tions in various states. 

On the other hand, the ‘‘ home ate advocates are demanding 
complete surrender of state control over municipal affairs.’ 

1 Report of the Tax Commission of Ohio, 1893, p. 71. 

2 See below, ch. 15. 

3 Kansas Tax Commission, Third Report to the Legislature, 1912, pp. 35-45. 

4 Utah State Board of Equalization, Report, 1910, p. 7; in 1912 the suggestion 
was withdrawn as it had evidently not met with the approval of the Board’s con- 
stituents. Cf. zbid., 1912, p. 6. 

5 The Minnesota special tax commission of 1902 approved a central appoint- 
ment, but felt that such a plan would arouse too much opposition, and it proposed, 
therefore, a county supervisor of assessments, to be locally elected. Report, p. 22. 
The plan of the Massachusetts Commission was to make the assessor’s office ap- 
pointive, the selection being made by the mayor and council, with the approval of 
the state tax commissioner, by whom the assessor might be removed. Report, 
Pp. 21, 22, 83-88. The New Jersey special tax commission of 1912 also recom- 
mended the enlargement of the tax district and the appointment of an assessor in 
each district by the governor. Report, pp. 33, 34. Fora statement of the Canadian 
practice and a comparison with American conditions and results, cf. Vineberg, 
Provincial and Local Taxation in Canada, p. 9o. 

5 Tax Commissioner of Connecticut, Report, 1912, p. 19. 


7 “Home rule” in the general sense should be distinguished from “local op- 
tion,’ a somewhat restricted term which has usually been coupled with the project 
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Numerous issues are involved, such as the liquor question, public 
ownership of local utilities, tax and debt limits, and the exemption 
of various forms of property from local taxation. The writer has 
no intention of entering into this controversy, in which may be 
seen the perennial conflict between urban and rural interests. The 
progress in the field of taxation seems to indicate, however, that 
the current is now setting strongly toward centralized administra- 
tion, and that it will not be checked until all matters of state-wide 
importance have been swept into the hands of the state tax com- 
mission.1 Whether it will carry away all vestiges of local au- 
tonomy in taxation depends somewhat upon the moorings of the 
old traditions of self-government, and upon the success achieved 
in establishing reasonable standards of distinction between the 
issues of purely local and of general concern. A constitutional 
amendment recently proposed in Wisconsin offers an interesting 
solution of the latter problem.? It authorized localities to extend 
the principle of classification to various classes of property, for the 
purpose of local taxation. ‘These exempted properties were to 
continue to pay the state tax, and more significantly still, in 
so far as there was taxation of any property for either state or 


to introduce in each locality certain experiments in social reform through the use 
of special forms of taxation or the extension of certain exemptions. In this form 
the movement has met with considerable opposition. The National Tax Associa- 
tion in 1911 voted to eliminate from future publications its tentative endorsement 
of local option, adopted in 1907. Proceedings of the National Tax Conference, 1911, 
pp. 425-449. Oregon has been one of the battle grounds in recent years, but thus 
far the efforts of the “‘ Single Tax League’ have been unavailing. The bogie of 
single tax stampeded the Ohio Constitutional Convention of 1912 and prevented 
the frank consideration of possible measures of tax reform, and the amendment 
providing for the initiative and referendum expressly forbade the use of this agency 
for the introduction of the single tax. Cf. also H. Secrist, “‘ Home Rule in Taxa- 
tion,” Quart. Jour. of Econ., xxviii, p. 490. 

1 Cf. ¢. g., the recommendations of the California State Tax Association in its 
bulletin, The Problem of Taxation in California, Feb., 1915. 

2 Cf. T. S. Adams, discussion at the Seattle Tax Conference, Taxation in Wash- 
ington, p. 204. The Tax Commission approved the amendment, which was pro- 
posed in response to state wide pressure on the subject. Notwithstanding the 
apparently wide demand for the amendment, it was lost in the greater wave of 
reaction against central administration which swept over the state during the 
recent political storm. 


44 THE STATE TAX COMMISSION 


local purposes, its assessment was to remain under the supervision 
of the tax commission. Local autonomy was thus preserved at the 
vital point, the determination of the basis of the local burden; 
and central administration was retained at its vital point, the 
control of the distribution of the local burden over the determined 
base. 
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APPENDIX TO CHAPTER I 


STATE BOARDS OF EQUALIZATION 


State 


Maine....... 


New Hampshire . 


Vermont: . s<. 


Massachusetts. . . 
Connecticut..... 
Rhode Island... . 
New York....... 


New Jersey...... 
Pennsylvania.... 
Delawarex.. 0. <8: 
Maryland 2%: 4-% 
VAT OUI A eet eo 
West Virginia... . 


North Carolina.. . 
South Carolina... 


KS EORCT A  eoe o ees 
IBlonidasotnesa-s 
Alabama........ 
Mississippi... .. . 
Wouisianaen acc 


Oklahoma, 405..-< 
AGKANSASH ego. « 
Tennessee....... 
Kentucky....... 


Date of establishment 


1820 Constitution 
1878 ch. 73 

1820 ch. 1 

1694 

1820 ch. 57 

1859 ch. 312 
1891 ch. 


1878 no. 


None 
« 


II4 
160 


“ 


1882 ch. 32 


1907 ch. 7 
1868 no. 22 


None 
“ 


«2 


“ 


1906 no. 182 
None 

1907 ch. 71 
None 
1895 ch. 
1884 ch. 


120 
1336 


1825 p. 58 


Term 
(years) 


Method of selection 


Elected by Legislature 


Appointed by Supreme Court 
Committee of Legislature 
Committee of General Court ! 
Ex officio 


State officials ex officio, and 
three members appointed by 
the governor 

Appointed by governor 

Ex officio 


Board of Public 
officio 

Ex officio 

Elected by the county commis- 
sioners 


Works, ex 


Elected from congressional dis- 
tricts 


Ex officio 


Ex officio 

Auditor, and one from each ap- 
pellate district appointed by 
the governor 

Elected from congressional dis- 
tricts * 


1 The date refers to the earliest beginning of provincial equalization. 
2 The title of the state tax commission was recently changed to State Board of Equalization. Cf. 


below, p. 561. 


3 In those cases in which no term is given, but in which the board was elected, the term extended 
only through the current equalization. This was the case in Ohio, Indiana, and Maine. 
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SrtaTE Boarps OF EQUALIZATION — continued 


State 


indiana ter 


Michigan........ 
Wisconsin....... 
Minnesota....... 


Missouri........ 
Kansasian ei 
Nebraska....... 
North Dakota... . 
South Dakota... . 


TI ZON Ae eee 
Uitaheyareece vena 
INGE son cance 
California....... 


Date of establishment 


1852 ch. 32 
1867 p. 105 


1851 no. 106 

1852 ch. 598 

1860 ch. 1 

1851 Code, ch. 37 
1872 p. 80 

1861 ch. 35 

1869 p. 179 

1890 ch. 132 

1891 ch. 14 

1891 p. 73 

1887 Act of Feb. 10 
1869 ch. 68 

1876 Constitution 
1882 ch. 62 

1887 R. S. sec. 2657 
1896 ch. 129 

1891 ch. 56 

1870 ch. 489 


1891 
1891 ch. 140 


Term 
(years) 


Method of selection 


Elected from congressional dis- 
tricts 

Elected from congressional dis- 
tricts 

Ex officio 

“ “ 


“ “ 


Appointed by the governor 

County assessors ex officio 

Elected from congressional dis- 
tricts 

Ex officio 


“ “ 


1 Several western states had provided boards of equalization under the territorial regime, a fact 
which explains why the state constitution is not given as the authority in all cases. Cf. above, p. 25. 
2 The date of establishment is that on which a regular board of equalization was provided for. In 
New Hampshire provincial equalization was begun by a committee of the legislature in 1775. The 
regular state board of equalization was established in 1878. Cf. Robinson, History of Taxation in New 


Hampshire, pp. 75, 144. 


In Massachusetts, the provincial equalization dates to 1694. The state tax commissioner assumed 


this task in 1871. Cf. Bullock, op. cit., pp. or, 92. 


Where the method of selection is given as ex officio, the board consisted of certain state officers 
unless otherwise specified, as in the case of Nevada. No term is shown for ex officio boards, as this 
would, of course, coincide with the regular term of such officials. 


CHAPTER II 


STATE BOARDS OF EQUALIZATION AND ASSESSMENT 


In this chapter and the one following are given brief accounts of 
certain state boards of equalization and corporate assessment. 
While these studies are not elaborate they will perhaps serve to il- 
lustrate and strengthen the generalizations made in the preceding 
chapter regarding the work of the earlier boards of equalization 
and corporate assessment. 

The selection has been confined to those boards the published 
proceedings of which were available to the writer. The grouping 
by chapters is roughly according to the degree of progress that has 
been made in administrative reform. The boards described in the 
present chapter have either ceased to exist as such (e. g., in Ohio 
and New York), or continue to exercise simply the old func- 
tions of equalization and corporate assessment. In the following 
chapter the boards described appear to be in process of evolution 
into regular state tax commissions. In one case, New Jersey, this 
evolution is now (1916) virtually complete. 


STATE BOARDS OF EQUALIZATION IN OHIO 


The several stages in the development of centralized tax ad- 
ministration which have been outlined above! have all been 
exemplified in Ohio. The first stage was reached in 1825 with the 
provision of a state board of equalization for the periodic revalua- 
tions of real estate. After the Civil War special state boards of 
equalization were created for the review and equalization of the 
locally determined corporate valuations. These boards assumed 
no functions of corporate assessment, and gave way in the last 
decade of the nineteenth century to another series of state boards 
created to administer certain franchise and gross earnings taxes. 
None of these boards produced satisfactory results and in 1910 
they were all abolished and their functions transferred to the state 


1 Cf, above, pp. 5-7. 
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tax commission. Since the boards of assessment were more 
directly the predecessors of the tax commission they will be de- 
scribed in the chapter dealing with the commission itself, and 
only the various boards of equalization will be dealt with here. 
Such boards have been created to equalize the periodic appraisal 
of real estate and the annual assessments of railroads and banks. 


THE STATE BOARD OF EQUALIZATION FOR REAL ESTATE 


Previous to 1825 lands had been entered on the tax duplicate 
according to schedules of values established by the legislature,? 
a method which had been in use in several older states. Reference 
has already been made to the defects of this system of assessment 
by classification, defects which were becoming more apparent 
with the growth of population, the rise of cities, and the increasing 
revenue needs of the state. The law of 1825 provided for a valua- 
tion of all real property and of certain forms of personal property 
upon actual view by an assessor who was to be appointed for each 
county by the court of common pleas. No provision was then 
made for a reappraisal of real property, but revaluations were 
made, upon order of the legislature in 1835, 1841, 1846, 1853, 
1860, and decennially thereafter to 1910 when the period was 
shortened to four years. For each of these recurring appraisals 
down to 1900 special county and city boards of review were pro- 
vided, in addition to the state board of equalization. The latter 
was composed in each instance of the state auditor, ex officio, and 
one member from each state senatorial district. The first board 
was chosen by the legislature on joint ballot but all of the succeed- 
ing boards were elected by the people on the regular partizan 
basis. 

The procedure of the board was early settled upon. The very 
simple rules of order which had been adopted in 1825 were re- 
placed in 1835 by a more elaborate set which continued, with few 
changes, to 1900.‘ In the first two equalizations the board at- 

1 Cf. below, ch. 15. 2 8 Ohio Laws, 315, 1809, contains such a schedule. 

3 Cf. above, pp. 20, 21. 


4 Ohio State Board of Equalization, Report, 1825-53, pp. 3, 14, 15; also ibid., 
1900, p. 26. 
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tempted to select the county which had been assessed most nearly 
at full value and equalize all other counties on this basis.! Little 
evidence exists to indicate the method of choosing the best- 
assessed county, but the doubtful character of the choice can 
hardly be questioned. The actual adjustment of valuations was 
done in committee of the whole, a procedure which favored at- 
tempts at “railroading.” ? Later boards began the practice of 
referring counties that presented difficulties, or over which for any 
reason agreement was impossible, to special committees. Exten- 
sions of the committee system continued and in 1900 committees 
were appointed for the following classes of property: cities of the 
first and second grade of the first class; other cities; villages; 
farm lands and improvements; non-taxable property. There is 
no evidence, however, that these committees performed any 
important part of the work of equalization. In fact, there was 
legal authority for the failure to equalize by classes, for the at- 
torney-general ruled in 1900 that coal lands might not be equal- 
ized separately. An attempt was made in r8go to collect sales 
data but so far as the records show no practical results were 
attained.® 

Until 1859 each board had been given unrestricted powers to 
change the aggregate valuation of the state in either direction and 
by any amount. The fact that successive boards had refused to 
change materially the local results indicates the superficiality of 
their work and of their point of view. In the reappraisal of 1835 
lands were assessed at about one-fourth of true value,’ while in 
1844, three years after the third revaluation, the state auditor 
spoke of the necessity of adopting the principle of a “ cash valua- 
tion,” notwithstanding the assessors’ oaths to assess at full value.® 
The board’s action in 1841 was illustrative of its attitude toward 
any vigorous exercise of the powers which it possessed. The local 
returns totalled $95,630,916, and a resolution was adopted that 
the equalized figures should not exceed $100,000,000. This vote 


1 Ohio State Board of Equalization, Report, 1825-53, pp- 4, 18, 19. 


2 Jbid., p. 40. 6 Tbid., 1890, p. 100. 
3 Ibid., p. 54; also ibid., 1890, p. 74. 7 Bogart, op. cit., p. 210. 
4 Ibid., 1900, Pp. 4. 8 [bid., p. 211, note. 


5 Ibid., p. 84. 
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was later rescinded but when the results showed that the final 
equalized figures would exceed $116,000,000 a flat reduction of 
15 per cent was ordered, thereby lowering the aggregate to about 
$99,000,000 and virtually attaining the intent of the original 
resolution. This action was vigorously but unsuccessfully op- 
posed by the state auditor and ten members.! In 1859 the legisla- 
ture forbade reduction of the aggregate bymore than $10,000,000.? 
This limitation was repeated decennially until 1889 when it was 
changed to 123 per cent.’ In 1g00 all reference to the amount by 
which the local aggregate might be changed was omitted, and the 
omission was construed by the attorney-general to mean that all 
power to alter the total had been withdrawn. As a matter of fact, 
since 1846 such privileges as the law allowed in this respect had 
not been exercised except to reduce the valuations, so that in 1900 
there was at least the gain of preventing a repetition of past prac- 
tices. In 1870 the board petitioned the legislature to extend the 
amount by which the aggregate might be reduced, complaining 
that because of the marked inequalities of assessment it would be 
impossible “ to equalize by a uniform rule without leaving the 
real estate at a valuation largely in excess of its true value in 
money.”> The request was ignored and an alternative course of 
action was supplied to later boards by the attorney-general who 
rendered in 1890 the astonishing ruling that the board might 
“‘ properly assume that the counties had already been appraised 
substantially at their true value in money, and it was the duty of 
the board to equalize these valuations or appraisals on this theory 
and not to establish new appraisals or new valuations.”’ * Such an 
assumption might have been fair to the Ohio tax laws but it was 
certainly unwarranted on any other basis.’ Indeed,it is not clear 
why the attorney-general should have considered equalization 
necessary at all if each county had been appraised at full value. 

1 Ohio State Board of Equalization, Report, 1841, pp. 56, 57. 

2 56 Ohio Laws, 175. 

3 86 Ohio Laws, 235. 

4 Ohio State Board of Equalization, Report, 1900, pp. 102-106. 

5 Tbid., 1870, pp. 26, 27. 

8 Thid., 1890, p. 50. 

T Report of the Tax Commission of Ohio, 1893, p. 46. 
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It will be seen from this summary of the board’s policies that it 
must have been of very little importance in furthering better 
administration of the tax system. This conclusion is substan- 
tiated by the figures below, which present the net results of 
equalization since the beginning. They indicate that the board’s 
influence was in general regressive rather than in the direction of 
improved assessment conditions. 


SUMMARY OF VALUATIONS AND NET CHANGES BY THE OnIO BOARD OF 
EQUALIZATION, 1825-1900 ! 


Valuation Valuation Net change 
Year as returned as equalized — = dec. 
1825........-. $37,474,404 $37,809,942 $335,447 
TOSS see hecise s 67,048,964 73,032,892 6,883,928 
184I..,...--.. 95,630,916 99,154,745 3,523,829 
TOA pele 9 63275300;010 324,396,004 — 3,000,912 
1853.-.-.+-++. 567,005,454 558,725,542 — 8,279,892 
TOOOM ete ect me tres 633,215,747 
LOFOds ps siv sae et 1, 140;100,008 I,013,444,506 — 32,662,462 
PACOn MT sient es TO2,010 035 1,097,508,830 — 4,450,101 
TOO Mel ete etisis 1 2,200,020.055 I,I40,135,496 —126,693,350 
I900........+- 1,372,857,744 1,372,857,744 


The chief reasons for the board’s failure to achieve better results 
were the following. In the first place the assessment periods were 
too long. Real values changed rapidly in the interim and there 
was no adequate machinery for registering this growth and enter- 
ing it upon the tax rolls. The personnel changed completely with 
each new board and there was no accumulation of standards or 
experience. In the second place the board was too large and the 
method of selection was especially unfortunate. The first board 
contained 14 members, but by 1841 there were 37 members, 
though in 1900 the number had fallen to 33 owing to a rearrange- 
ment of senatorial districts. The choice of members on the politi- 
cal basis made the office a convenient one for rewarding those who 
had served the party well,? and naturally the personnel so selected 

1 Compiled from the reports of the board. Complete figures for 1860 are not 
available. 

2 In 1900 brief biographical sketches of about 27 members were published. 
They were written in a frankly laudatory style and made the most of the political 


experiences of the several subjects. Their naiveté provides excellent illustration 
of the criticisms which have been offered to a personnel so chosen. Of one member 
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would be but indifferently prepared for, or interested in the task 
of equalization. Finally, the powers of the boards were so strictly 
limited that but little could have been done, even by really 
capable men, to improve tax conditions. 

The special tax commission of 1893 condemned the decennial 
equalization and recommended a complete reorganization of the 
administrative system, including the establishment of a state tax 
commission with considerable powers of supervision.! —The com- 
mission attributed the inequality and injustice of the tax system 
mainly to the unequal, unjust, and dishonest assessment of prop- 
erty and the utter absence of adequate corrective or supervisory 
powers. This analysis failed to take account of the shortcom- 
ings of the general property tax, but it is interesting as an example 
of the reasoning then popular with special commissions, among 
which the idea of state supervision of local assessments was being 
worked out. The tax system was thoroughly investigated again 
in 1908 by the special commission reporting in that year, and the 
conclusion was again reached that the decennial appraisal and 
equalization were the causes of the least tolerable of the wrongs 
then borne by the people.? As before, this conclusion neglected 
the widespread evasion and undervaluation of personal property, 
it was said, “‘ His devotion to the interests of the taxpayers was partially rewarded 
when he secured favorable action in reducing the tax values in...” Similar 
statements were made in commendation of various members. Of one Democratic 
member it was remarked that he got all he could for his district, while another 
minority member was celebrated for the satisfaction which he experienced at thwart- 
ing every effort to advance the valuation of his district. Numerous references were 
made to the faithful service which the members had rendered to their parties. One 
was characterized as a “ prime favorite,’ another had always stood “ in the front 
rank of the party’s many battles,” a third had never permitted private affairs to 
cause him to lose sight of public interests, while a fourth man was “‘ sufficiently 
interested in politics to warrant his neighbors in nominating and electing him.” 
One professional office-holder had been in office for 39 years, and only one man 


confessed to a lack of interest in politics. One member was spoken of by the 
frank biographer as an honest man. Ohio State Board of Equalization, Report, 
1900, pp. 159-192. 

1 Report of the Tax Commission of Ohio, 1893, pp. 44-46, 71-177. 

2 Report of the Tax Commission, 1908, p. 20. Cf. also ibid., pp. 56, 57, for data 
comparing sale value and assessed value of real property transferred in certain 
counties in 1906. The ratios of assessed to true value ranged from 10.8 per cent 
to 120.7 per cent. 
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with which the decennial appraisal had nothing to do. The com- 
mission’s criticisms of real estate assessments were sufficiently 
convincing, however, and in 1910 the whole process of equaliza- 
tion was transferred to the new state tax commission. The results 
of this equalization, and the subsequent changes in the policy of 
assessing and equalizing lands, will be taken up in the chapter on 
the Ohio Tax Commission.! 


BOARDS OF EQUALIZATION FOR RAILROADS AND BANKS 


The reasons for the failure to develop earlier more effective 
methods of dealing with the problems of corporate assessment in 
Ohio are rather obscure.? The apathy and indifference toward the 
whole question of tax reform prevented more thorough revision 
here, as elsewhere; corporate interests were distinctly hostile to 
improvements; and, though centralizing tendencies appeared as 
early as the Civil War, an adequate system of corporate assess- 
ment was not established until 1910. The people apparently pre- 
ferred to temporize with the increasing demands for state revenue 
by developing a series of supplementary corporation taxes, after 
the manner of the construction of crazy quilts, rather than by 
facing the issue more squarely. 

The differentiation of special methods of railroad taxation 
began in 1862 with an act which constituted the county auditors 
of the counties through which a railroad operated a board of 
appraisers and assessors for that road.* The auditor of the county 
in which a company had its principal office, or (in case the princi- 
pal office was in some other state) the auditor of the county 
having the largest city on the road, was made president of the 
board. The procedure was carefully prescribed by the statute. 
In making the valuation the boards were to assess, at its true 
value in money, the personal property of railroads, which was de- 
fined to include all of the operating property and the moneys and 
credits. The term “personal property” was later extended to in- 
clude all undivided profits, reserved or contingent funds, however 
the same may have been invested. A second amendment in- 


1 See below, ch. 15. 3 sq Ohio Laws, 88. 
2 Cf. Bogart, op. cit., ch. 6, especially pp. 302-317. 4 60 Ohio Laws, 114. 
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cluded as personal property locomotives and cars not belonging to 
the company, but hired for its use or operated under its control by 
a sleeping car company. Power was given to require railroad 
officials to submit sworn returns relative to the business, and these 
statements might be substantiated by examination of the books 
and papers, authority for which was also conferred. 

This method of assessment was not long allowed to remain free 
from nominal central supervision. In 1865 the state board of 
equalization for railroads was created, consisting of the state 
auditor, treasurer and attorney-general.!_ The commissioner of 
railroads and telegraphs was added in 1867.2 After hearing ap- 
peals the state board was to equalize valuations by raising or 
lowering the assessment of any individual road but it was forbid- 
den to reduce the aggregate valuation as returned by the several 
boards of assessment. In practice the state board made but few 
changes and apparently confined its efforts to approximating as 
closely as possible the local returns. The following figures present 
a view of the results since the beginning of state equalization: * 


LocaL AND EQUALIZED VALUATIONS OF RAILROADS (000 OMITTED) 


0 Changes by State z 
ei County by Board Valuation as | Number of changes 
Additions |Deductions a Additions | Deductions 

MAA IGogecabocsacall sheng $886 $679 $49,024 2 3 
ited Soeeam edge is a0 64,545 785 453 64,877 2 2 
TS 7,0 sean cco ROR 83,917 307 184 84,129 3 3 
LOOT aoe sets 83,597 828 661 83,764 6 3 
TOSO Neen deeea eal COs 272 205 172 89,316 4 3 
TSO Deron tieeus ries | aOATO SA: 398 457 104,896 7 " 
TSOO need. ate cette OL.OS4. 67 35 105,015 3 2 
MOM 3s ah aan aco! closer 379 376 116,894 6 4 
TOO sre neractacwer 148,066 sje 6 148,060 I 
TOO Tsetse toe awl 525403 “ghas ok 152,403 
ooo cmosoweonl| Lhe, Seats ones 156,096 
LOOOE saa sees ss 156,783 hehe ees 156,783 

1 62 Ohio Laws, 110. 2 The office was created by 64 Ohio Laws, 111. 


3 From Bogart, op. cit., p. 320. The figures are found in the annual reports of 
the auditor of state. No action was taken in five other years from 1866 to 1909, 
in addition to those shown. 
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The declining interest of the state board in the equalization is 
clearly shown. At the same time the annual meetings of the local 
boards of railroad assessors were becoming mere junketing parties 
at the expense, and for the advantage, of the railroads.1 Because 
of the exceedingly inefficient assessment of general property it is 
impossible now to ascertain whether these figures represent, 
through the years, an equitable basis for the taxation of railroads 
as compared with other property. The investigations of the 
special commission of 1893 indicated, however, that the railroads 
had not been as heavily taxed as other property. For example, 
the taxes paid by the railroads for the years 1868-75 amounted, 
on the average, to 2.988 per cent on their gross earnings.? The 
increasing disparity between earning power and the basis of taxa- 
tion is well illustrated by the following comparison of assessed 
valuation and gross receipts: ® 


COMPARISON OF VALUATION AND Gross RECEIPTS IN 1878 AND 1892 


Company Year Valuation Gross receipts 
ot i ae { SR 2 O8 0 A 9427525) 159 
1892 12,457,745 22,415,382 

Plevervand Pittsy 5. ciqiercars { zo 78 53737,000 21272;366 
1892 4,495,000 3,429,278 

PREC UV AROS. geo cn 4 { 1878 BO ilae dee © 7830000 
1892 10,525,948 11,659,142 


In 1891 the live stock of the state was appraised at $84,428,562, 
while the railroads were assessed at less than $105,000,000.4 The 
latter were estimated by the special commission of 1893 to be as- 
sessed at about 25-39 per cent of full value, on the basis of a 6 per 
cent capitalization of the net earnings. If the valuation placed 
upon the securities by the investing public were taken as the 
basis, the Lake Shore Railroad would have been worth in 1892 
more than the entire assessment of Ohio railroads in that year.® 
The commission of 1893 concluded that railroads were not paying 
their fair share of taxes, whether judged on the basis of earnings or 
on the valuation of their properties.* The only practical remedy 


1 Cf. Bogart, op. cit., pp. 325-327, for a description of one annual session of a 


local board. 
2 Report of the Tax Commission of Ohio, 1893, p. 52. * Ibid. 
4 Ibid., p. 59. 5 Tbid., p. 56. 6 Tbid., p. 50. 
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for this situation, in the judgment of the commission, was the im- 
position of additional taxes upon the railroads. Another possible 
alternative — the reorganization of the whole assessment ma- 
chinery for both railroads and other property — was indeed 
suggested in its report, but for the time being it was entirely dis- 
regarded and successive legislatures continued to experiment 
with additional corporation taxes. This policy produced another 
administrative board, known as the board of state appraisers and 
assessors, an account of which is given below in Chapter XV. 

In 1876 the duty of equalizing the local assessments of banks 
was imposed upon the state officials who made up the railroad 
board.!. These corporations were assessed by the county auditors 
on their capital stock, from the valuation of which was deducted 
the real estate locally assessed. State equalization of these assess- 
ments was rendered necessary by the increasing variations in 
different counties.?, The method used for national banks was thus 
described in 1883 : * 


1. Let the sum of capital, surplus and undivided profits represent the 
actual value of the shares. 

2. Ascertain the ratio of assessed value to the above true value. (In 
1883 this ratio averaged 68 per cent.) 

3. Equalize as follows — make no change in all cases where the ratio of 
assessed to true value is between 65 per cent and 75 per cent. Lower 
all ratios above 75 per cent to that level, and bring all ratios under 
65 per cent up to that level, but make no decrease or increase of over 
IO per cent without evidence of improper valuation by the county 
auditor. 


The same rules were used for state banks except that the range of 
ratios was established between 55 per cent and 65 per cent. The 
commission of 1893 found that banks were paying in taxes a larger 
portion of their net income than any other class of property.‘ 
General recognition of this situation had perhaps contributed to 
the custom of listing bank stock at 60 per cent of the “ book 
value.” In 1910 the tax commission equalized banks on this 
basis because of the general underassessment of other property.5 


1 73 Ohio Laws, 251. In this capacity they were to act as the State Board of 
Equalization for Banks. 

2 Bogart, op. cit., p. 300. 3 Auditor of State, Report, 1883, p. 115. 

* Report of the Tax Commission of Ohio, 1893, p. 70. 

° Ohio Tax Commission, Report, 1910, p. 6. 
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THE NEw York Boarp oF STATE ASSESSORS 


The reintroduction of the direct state tax by New York in 1846, 
after it had been discontinued for nearly twenty years, and its 
rapid increase after 1850, were the immediate causes for the estab- 
lishment of the state board of equalization in 1859.! In the 
decade between 1850 and 18509 the state tax had risen from $364,- 
000 to $5,440,000, and the increasing gravity of the situation had 
led to an investigation and report by a legislative committee early 
in the year 1859.” After discussing equalization by the county 
boards as a satisfactory means of distributing the local taxes 
within the counties this committee said: 3 

But the aggregate or gross value of the county is returned to the Comp- 
troller and made the basis of the levy for whatever taxes the exigencies of 
the state may require. 

The lower the value of the valuation of the county, the less will be the 
amount which it will be compelled to pay into the state treasury because 
there being no process whereby the whole property can be equalized over 
the state as it is in the board of supervisors, the levy must be governed by 
the assessors’ valuation; thus affording a premium to the assessors for an 
undervaluation of the property in their respective towns. 

When the state taxes were merely nominal, these inequalities in the 
amounts paid by the several counties were not so burdensome as to be 
severely realized. . . . And as there is no prospect that for years to come 


the state taxes can be materially lessened, it is due to the taxpayers of the 
state that the present defective system of equalization should be abandoned. 


Instead of abandoning the system of equalization, the legisla- 
ture extended it by the creation of the state board of equaliza- 
tion.t This board was composed of seven elective state officials 
who were already serving, ex officio, as commissioners of the 
land office, and the Board of State Assessors created by the act. 
The latter board was a unique feature of the New York plan for 
a state equalization. No other state has provided its ex officio 
board with a group of advisers who were to become experts 
through the continuous study of tax problems, though the prin- 
ciple was later followed in Indiana and Oregon in establishing the 
tax commissions. The state assessors were to be appointed by the 


1 Cf. above, p. 23. 3 Ibid. 
2 Assembly Document 47, 1859. 4 Laws of New York, 1850, ch. 312. 
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governor with the consent of the senate, for a term of three years. 
Their chief duty was to make regular visits to the counties and 
“to prepare a written digest of such facts as they might deem 
most important for aiding the state board of equalization in the 
discharge of their duties.” The important factor in New York 
equalization was certain to be the board of state assessors, since 
ex officio members have seldom been characterized by their 
interest in such duties, even when compelled to perform the 
whole process alone. With the provision of experts to study the 
tax problem it would be a moral certainty that in every respect 
but legally, the board of assessors would be the state board of 
equalization. 

The first appointments were apparently well made. The board 
set itself with zeal at the task of studying tax conditions in general 
and the local situation in particular, acting upon the conviction — 
novel enough for the time — that “‘ a perfect system of equaliza- 
tion will only be established by a careful examination, not only of 
every county, but of every township therein.”! The principal 
method of securing the data necessary for judging the local results 
was an examination and classification of the land. The sales 
method was considered but was regarded at that time as unsatis- 
factory, a justifiable conclusion in view of the inadequate facilities 
at their disposal for securing accurate data.? Three classes of farm 
lands were distinguished: * 

Class I. Counties in which winter wheat was the staple crop; 


Class II. Counties adapted to the spring grains and the dairy; 
Class III. Counties given over to grazing and the dairy. 


In the first two classes sub-classes were recognized, in which were 
placed the counties producing these staples, but with less desirable 
climate, less fertile soil, or less accessible location with regard to 
markets. By 1863 the entire state had been covered and the lands 
systematically classified by townships on the basis of the number 
of ‘‘ eighths ” of each class of land contained in it. In addition to 

1 New York Board of State Assessors, Report, 1859-60, p. 6. 

2 Ibid., p. 5. 

5 Ibid., 1860-61, pp. 3-6. 

4 Thid., 1863, Special Report of Commissioner T. C. Peters. 
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this mass of data relative to crop and soil conditions, the state 
assessors compiled various other statistics, mainly of an agricul- 
tural character. Thus, in the first equalization, the state board of 
equalization had before it tables showing the acreage under culti- 
vation, the total and per capita value of crops and the cash value 
of the farms in each county, from the state census of 1855; and 
also comparative tables showing the local assessors’ valuations of 
farms and crops in 1858.!_ Other material was prepared which 
need not be detailed. The general result of these first equaliza- 
tions was to increase valuations in the counties which had been 
placed in the sub-classes of the first and second groups. For this 
rather surprising action two possible explanations appear. One is 
that thelower burden of local expenditures in the outlying counties 
was less of a check upon undervaluation than the higher expenses 
of the fertile and populous counties. The other is, that the ex of- 
ficio members of the board of equalization, coming from the more 
wealthy and prosperous sections of the state, preferred to raise 
the state duplicate by increasing the sections in which they were 
not directly interested. The later procedure of the board makes 
the second alternative seem the more reasonable explanation.’ 

Since equalization was from the first confined to real estate 
assessments the state board was deprived of the prospect of 
remedying one of the most serious sources of inequality, the inade- 
quate assessment of personal property. This incongruity was 
early observed by the state assessors who declared the existing 
system to be “ unequal, unjust, and partial, placing the burden 
upon real estate, while personal property everywhere escaped 
taxation.” * It isinteresting to note that the first state assessors 
suggested the elimination of the abuses of the personal property 
tax by the substitution therefor of a general tax on incomes, 
which they proposed to capitalize at 7 per cent. They assumed 
that the problem of adequate assessment of income would occa- 
sion no difficulty.* 

1 New York Board of State Assessors, Report, 1859-60, pp. 6 ff. Also, pp. 27- 
29, Table B. 


2 Cf. below, pp. 64-66. 
3 New York Board of State Assessors, Report, 1859-60, p. 12. 


4 Ibid., 1860, pp. 18-24; ibid., 1862, p. 5. 
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On the whole, the work of the board of state assessors in this 
early period must be characterized as earnest, extensive, and so 
far as their powers extended, fairly successful. Lacking the power 
to deal with personal property, they accomplished nothing to 
check the escape of this class of property from taxation; but the 
systematic study and classification of the lands of the state was 
undoubtedly a preventive against further inequality in appor- 
tioning the state tax upon real property. 

No reports were published by either board during the decade 
1863-73, and this period must be passed over. There is little 
doubt, however, that assessment conditions grew steadily worse 
during these years. The subject received some discussion in the 
constitutional convention of 1867-68 and the existing situation 
was condemned by several speakers, but nothing was done to alter 
the fundamental conditions.! The special tax commission of 1871 
observed that local assessments were in no way improved. In the 
commission’s first report occurs this statement: ? 

There cannot possibly be found a single instance in the whole state, 
unless possibly in the case of certain unoccupied lands, the property of non- 
residents, where the law as respects the valuation of real property is fully 


complied with, and where the oaths of the assessors are not wholly incon- 
sistent with the exact truth. 


When the reports of the board of state assessors next appeared, 
in 1873, the personnel of the board had entirely changed and new 
methods of performing the work had been introduced. The earlier 
methods and results had been entirely discarded. Instead of the 


1 Cf. speech of M. I. Townsend, Proceedings of the New York Constitutional Con- 
vention, 1867-68, ili, p. 1945, especially the following oft-quoted remark: “TI insist 
that a people cannot prosper whose officials either work or tell lies. There is not 
an assessment roll now made out in this state that does not both tell and work lies.” 
Cf. also iii, pp. 1987, 2269, 2270. 

* Report of the Special Tax Commission of New York, 1871, pp. 30,31. A year 
later, in its second report, the commission repeated this conclusion: “‘ It would be 
difficult, nay probably impossible, to find any two contiguous towns, cities or coun- 
ties of the state, in which the valuations of property approximate in any degree 
to uniformity. So far as the commissioners can ascertain, the average aggregate 
valuation varies from twenty per cent of actual value as a minimum to fifty per cent 
as a maximum; with a probable total average for the whole state of not in excess 
of 40 per cent.’ Second Report, 1872, p. Io. 
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elaborate grading of lands according to a fixed schedule, which 
was the characteristic feature of the earlier equalization, the 
“sales method ” had come into prominence as the means of ascer- 
taining the quality of the local assessors’ work. The plan of 
obtaining the data upon which to calculate the ratios, and the 
other materials which were relied upon, were thus described: 1 

No attention was given to the equalizations of earlier years. Meeting 
the representatives of the towns and cities, we have endeavored to ascer- 
tain the percentage at which real estate was assessed, based upon sales made 
in the usual manner; the percentage on personal property of the sum given 
the assessor; also the percentage of banking capital, the assessed value of 
railroads per mile, as well as the full value of the farm land per acre. From 
these statements . . . we have ascertained the percentage at which real 
estate was assessed on its fair value. 

In the same manner, from the ratios of each county, an average rate 
per cent was obtained for the state. Counties have been increased or re- 
duced in the assessed value of real estate as they were found below or above 
the state ratio. 


In the course of these inquiries every county was visited in 1873 
and about 1300 persons examined, though in that year no sworn 
testimony was taken.? On account of criticisms the oath was 
administered in the investigations of subsequent years. The 
admission of hearsay evidence impaired greatly the value of ratios 
compiled for the purpose of that careful adjustment among coun- 
ties which is necessary in equalization. The trend of the ratios as 
a whole indicates a widespread belief that the work of the local 
officials was of a very low order. The figures ranged from 24 per 
cent to 50 per cent, and 26 out of 60 counties were given ratios 
below 40 per cent.’ With so low a ratio of assessed to true values 
in 1873 as these percentages indicated, there ensued in the next 
few years, according to the state assessors, the rather remarkable 
phenomenon of a steady approach of the level of assessments 
toward full value. This change was not the result of improved 
local performance but of the decline in farm values after the panic 
of 1873. Accepting this decline as a fact, the state assessors were 
able to say in 1876: 4 

1 New York Board of State Assessors, Report, 1873, p. 11. 

2 Ibid., 1873, p. 5- 3 The figures are published in zbzd., 1874, p. 4. 

4 Tbid., 1876, p. 3. 
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. in some counties the local assessors have in whole or in part com- 
plied with the requirements of the law, and assessed all real estate as they 
would appraise the same in payment of a just debt due from a solvent 
debtor, and all personal property at its full and true value. 


The last part of this statement was clearly an exaggeration, as it is 
impossible that all personal property had even been listed, to say 
nothing of having been valued according to law. Entirely too 
great virtue is ascribed to the inertia of the local assessors, who 
apparently stood as fast when real values were receding toward 
them as when these were advancing far beyond their position. 
Some assessors were found who had been in office for upwards of 
twenty years and who had not changed their figures materially in 
that time. Many of them had never seen the tax laws which 
could not then be obtained without purchasing the revised 
statutes.’ 

The work of such a board could not long continue without en- 
countering the opposition of either the urban or the rural interests 
of the state. As it happened, a majority of the board were “ up- 
state ’’ men and the annual equalizations uniformly resulted in 
material additions to the valuation of New York City. The tax 
department of that city waged incessant war against the findings 
of the state board and spent considerable energy in seeking to 
overthrow the results of state equalization. An especial effort 
was made in 1874 and a review of the criticisms then made will 
bring out some of the alleged defects in the work of the state 
assessors.? The chief points of attack and defense may be stated 
thus. 

The principal accusation was that the increases made were un- 
fair and imposed an unjust tax burden upon New York City. To 
this the board replied that according to its ratios the city was 
about 23 per cent below the state average, and the method of 
equalization required that it be brought up to this average. 
Such close calculation meant a very definite reliance upon 

1 New York Board of State Assessors, Report, 1873, p. 5. 

2 The city’s case is found in a Report of the Committee appointed to atiend the 


Meeting of the State Board of Equalization, presented to the Board of Aldermen, 
October 14, 1875. The board of assessors presented their case in their Report for 


1875, Pp- 12, 13. 
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the accuracy of the ratios and it has already been shown to be 
quite doubtful if sufficiently high standards of acceptable material 
had been maintained in the collection of data to warrant this 
dependence.! Therefore, while the city officials produced no evi- 
dence to prove any other percentage more accurate than the one 
actually assigned to New York, the justice of the particular basis 
upon which the board took its action is open to question. 

It was contended, further, that the state assessors used for the 
counties ratios higher than those sworn to by the local assessors, 
while in New York City the ratio established was lower than that 
alleged to have been used by the city tax commissioners. To this 
it was replied that the decline in farm values had produced a 
higher level of actual percentages than those claimed by the local 
assessors, since many of the latter had been assessing upon certain 
traditional percentages of full value when, in fact, the decline of 
land values had raised the level of the ratios actually used. Defi- 
nite evidence of the extent of this change in true valuations is 
wanting in the official reports. The tendency towards lower real 
values was probably in operation at this time but the ability of the 
state assessors to ascertain the necessary correction in local asses- 
sors’ stated ratios may be seriously questioned. On the other 
hand, as to the ratios established for New York City, the assessors 
cited the evidence of recorded sales, the data from investigations 
among men acquainted with real estate values, and the arguments 
of the city’s attorneys in a recent tax case. Whatever may have 
been the facts concerning the board’s knowledge of conditions in 
the remainder of the state, it seems that a fairly careful study had 
been made of the assessments in New York City before reaching 
the decision. 

Various other minor charges were made, all of which reflected 
the bitterness of the dispute which was continually waged be- 
tween the rural and the urban interests in the state. The state 
assessors had not presented a unanimous report but had divided 
along the traditional lines of conflict, the two members from 
Seneca and Cayuga counties advising and voting for the increase, 
and the member from Kings county urging acceptance of the New 


I Cir above, p. Of: 
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York figures.!_ There was undoubtedly prejudice on both sides, 
emphatic disclaimers to the contrary notwithstanding. The dis- 
pute serves to emphasize the general need of rigidly impartial 
study of facts and of adequate equipment in the state tax depart- 
ment to make an investigation that will be absolutely convincing. 
Furthermore, it reveals the sore need of greater supervisory 
authority over the local assessment process as well as of certain 
vital reforms in the whole tax system. Not until these reforms 
have come can such episodes, with the resultant bitterness which 
they engender, be even approximately eradicated.? 

The state assessors’ interest in equalization began to decline in 
the later eighties, and inasmuch as they had always been the only 
members of the state board of equalization to take any substan- 
tial interest in the subject, equalization of the state tax settled 
more and more into a formal routine.’ The collection of sales data 
and the compilation of ratios practically ceased. The ratios pre- 
pared in 1893 were the only percentages published from 1874 to 
1896, though percentages were calculated in 1894 and 1895. The 
method of compilation used in 1894 was to select certain tracts or 
parcels of propertyin each city or town visited, appraise these, and 
compare the appraised with the assessed value. These were not 
actual sales, it should be noted; and, furthermore, even though 
the method of checking up the local assessor’s judgment by 
“sampling ”’ his work is in theory sound, the number of parcels 
used was in but few cases sufficient to serve as an adequate test of 
the local valuations. For example, in Niagara city, only twelve 
properties were examined; in Lockport, eleven properties were 
appraised and six sales collected. In the rural towns there were 
sometimes eight or ten inspections made, possibly enough for the 
smaller towns, but in others not more than two to four samples 
were taken.* In 1895 the equalization was said to be based upon 
the percentages of assessed to true value, data for which had 
been collected as in former years. Yet the counties which were 

1 Cf. Report of the Committee, pp. 6, 7. 

2 Cf. below, pp. 187, 192, for evidence of this conflict in recent years. 

° Cf. equalization data in Reports, 1884-89. The volume of changes is decreas- 


ing. The same counties are changed each year and by about the same amounts. 
4 New York Board of State Assessors, Report, 1894, p. II. 
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increased were, with one exception, those that had been raised in 
1889, and the amounts added were practically the same as in the 
earlier year, though the aggregate valuation of the state had 
naturally advanced.! The percentages which resulted from ma- 
terials collected in such a hasty and superficial manner cannot be 
regarded as a fair basis for a just equalization among the counties. 
The board was not unfamiliar with the dangers of improper data 
and in 1886, on the occasion of refuting some figures which had 
been prepared by New York City in an appeal case, it stated 
certain of these dangers very clearly: ” 

1. The sale might include personal property which would invalidate it for 

the ratio. 

2. The stated consideration might be nominal, or purposely fictitious. 

3. Partition sales should be rejected. 

4. Foreclosures, gifts, trades and forced sales of all kinds should be ex- 


cluded. 
5. Sales to relatives were also untrustworthy. 


Though these cautions were appreciated by the state assessors 
of the middle eighties, it seems impossible that they could have 
been observed by the men who occupied that office in 1893 when 
the second set of ratios was published. This doubt is confirmed 
by the marked changes which occurred in the ratios in the 
twenty years. In the figures for 1874 no counties were found to be 
assessed above 50 per cent and many were below 4o per cent; but 
in those prepared in 1894, no county was rated below 50 per cent, 
while thirty-one out of sixty counties were given 70 per cent or 
above. The board still believed that the real value of land was 
declining; but no other evidence was cited in confirmation, and 
the census figures showing the average value of farm lands in New 
York indicate so slight a decrease from 1870 to 1890 that it would 
have been unappreciable by the crude methods used by the state 
assessors for measuring changes in valuations.’ 

1 New York Board of State Assessors, Report, 1895, p. 15. Cf. also the criti- 
cisms made by Fairlie, The Centralization of Administration in New York, pp. 164- 


166. 

2 New York Board of State Assessors, Report, 1886, p. 27. Cf. below, ch. 8, 
especially pp. 239, 240, for review of Professor Adams’ discussion of the cautions 
to be observed in the collection of sales data. 

3 The average value per acre of farm lands and buildings from 1850 to 1890 
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In conclusion, it must be said that by the nineties or even 
earlier, the usefulness of the board of state assessors had about 
come to an end. Its interest in its work had been steadily dimin- 
ishing, due in part no doubt to the entirely inadequate powers 
possessed by it. The equalization process had always been in- 
complete because of the exclusion of personal property. The 
changes in real estate assessments were becoming more and more 
formal. They had been confined for years to a rather small group 
of counties and the amounts added were so nearly identical from 
year to year as to suggest the possibility, or even probability, 
that they had been copied, with minor alterations, from the 
figures of preceding years. At any rate, the successive equaliza- 
tion tables show very distinctly and unmistakably the influence 
of the board’s action in preceding years, and it is obvious from the 
reports of the state assessors that they were becoming less active 
in the study of tax conditions over the state. The time was ripe 
for a change and the special tax commission of 1893 advocated 
many important reforms.! Certain of these recommendations 
were adopted in 1896, and the further history of centralized 
control of assessments in New .York will be taken up below in 
Chapter VI. 


Tue ILLINoIs STATE BOARD OF EQUALIZATION 


The first step toward state control over the administration of 
the general property tax in Illinois was taken in 1867 by the crea- 
tion of the state board of equalization.2 Under the original act 
this board was composed of the state auditor and one member 


were as follows: 1850, $29.00; 1860, $38.30; 1870, $45.89 (gold); 1880, $44.41; 
1890, $44.08. Twelfth Census, v, pp. 695-697. 

1 The situation was well summed up by the Counsel appointed to revise the 
Tax Laws, in its report of 1893: “‘ No power exists at present in any body of the 
government to supervise in any way the action of local assessors, which is fre- 
quently arbitrary and unjust.” Report of Counsel appointed to revise the Tax Laws, 
1893, p. 18. 

2 The Report of the Special Tax Commission of Illinois, i, 1910, has covered the 
work of the board of equalization, and this account is therefore somewhat ab- 
breviated. Cf. also Fairlie, “ Taxation in Illinois,” Amer. Econ. Rev., i, pp. 519- 


534- 
The board was established by Laws of Illinois, 1867, p. 105. 
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from each senatorial district, appointed by the governor for a term 
of two years. Thereafter the members were to be elected for four 
years. In 1872 the basis of selection was made the congressional 
district, thereby reducing the membership from 26 to 20, but the 
growth of population had advanced the number to 26 by 1904. 
Salaries were paid on the per diem basis previous to 1908, but 
beginning with that year each member has received $1000 per 
annum with mileage and stationery allowances. The only duty 
originally required of the board was the equalization of local 
assessments, but with the rise of problems of corporate taxation, 
its jurisdiction was extended to include the administration of 
these taxes. 

In performing the equalization, the board was empowered to 
raise or lower the valuation of any county, but was not allowed to 
reduce the aggregate valuation of the state; nor could this agere- 
gate be increased by more than one per cent. In 1808 this restric- 
tion was modified and permission was given to vary the total 
assessment by as much as Io per cent in either direction. Since 
1869 the board has been required to equalize separately farm 
lands, town and city lots, personal property and railroad property. 

The procedure of equalization was early settled upon and but 
few changes have since been made in it. Each class of property 
has been assigned to a committee which has reported to a general 
committee on equalization; and by the latter a general report has 
been submitted to the board for final action. Though these com- 
mittee reports are open to amendment, the custom has long since 
become established of adopting them without alteration and 
usually without discussion. In 1913 the rule providing for debate 
was suspended in order to vote through without discussion the 
report of a certain committee.! This practice renders very diffi- 
cult any codrdination of the work of the different committees, 
even if the board were seriously inclined to seek a harmonious 
relation of assessed values among the several classes of property. 
In 1868 there was a vigorous protest by the minority of the com- 
mittee on personal property, but the grievance related more to the 
majority’s construction of the law than to the principle of proper 


1 Cf. below, pp. 71, 72. 
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equalization between this and other classes of property.! The dis- 
favor with which a recent protest against the board’s indifference 
was received is referred to later.?, In general, both the board as a 
whole and the several committees have dodged the responsibility 
for painstaking equalization. Some instances of the results of this 
carelessness will be briefly described. 

The first of these occurred early in the board’s career. The 
committee on farm lands in 1868 classified the counties into fifteen 
groups with a rigid scale of average values per acre, but no data 
were published in the annual report to indicate the basis of classi- 
fication.? In 1870 values were assigned to these groups ranging 
from $8.20 per acre in the highest, to $2.60 in the lowest group, 
through gradations of 40 cents per acre. This arbitrary method 
not only diminished the value of the equalization process; it 
became the source of considerable injustice. For instance, in 
1868 no county in the lowest group had been assessed, on the 
average, as low as $2.60 per acre. The average assessed values for 
the five counties in this group were, respectively, $2.98, $3.70, 
$3.95, $4.56, and $5.87. The injustice of lumping together land 
assessments having a range of $2.98 to $5.87 is apparent, while 
the policy of deliberately encouraging undervaluation has sorely 
plagued the state to this day. 

This policy was distinctly antagonistic to improvement in the 
assessment of personal property also.* Although personalty has 
usually been assessed on a more inadequate and depreciated basis 
than real estate, it has been the common practice of the Illinois 
board of equalization to make still further reductions in the aggre- 
gate of personal property for the purpose of making compensatory 
increases upon lands or lots. With equal inconsistency, the assess- 
ments of live stock have frequently been increased, although the 
aggregate of personal property was reduced. This change only 
intensified the inequality of tax burden, since live stock has 

1 Tllinois State Board of Equalization, Report, 1868, pp. 63-65. 

2 Cf. below, pp. 71, 72, note. 

3 Tllinois State Board of Equalization, Report, 1868,p.66. Ibid.,1870,pp. 54-56. 

4 Cf. Report of the Special Tax Commission of Illinois, 1910, p. 65, for an ac- 


count of the practice in r900 and 1909. In both of these years the actual equaliza- 
tion was made in absolute disregard of the board’s own classification. 
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usually been among the best assessed classes of all tangible per- 
sonalty. Further, the board has made very little use of the one 
per cent limit for the purpose of raising valuations, but has kept 
the aggregate as nearly unchanged as possible. The figures for 
1876 and 1886 will serve to illustrate the point. 


ASSESSED AND EQUALIZED ASSESSMENTS OF PROPERTY, 1876 AND 1886 
(cco OMITTED) 


1876 1886 
Class of property Assessed Equalized Assessed Equalized 
Farm lands........ $582,394 $488,484 $371,940 $351,373 
DO. os pone 218,055 259,028 303,835 226,364 
Personalty......... 212,893 205,908 147,998 146,458 
Totals... ....... $953,342 $953,420 $723,773 $724,195 


In both of these years the committees on farm lands and per- 
sonal property are seen in their favorite réle of reducing the 
assessed valuations of their respective classes of property. It is 
impossible now to ascertain by what means the decision was 
reached that the equalization of real estate in 1876 required a re- 
duction of approximately $34,000,000 from lands and an addition 
of about $41,000,000 to lots. But granting the necessity of these 
changes in the interest of proper equalization, the use of the one 
per cent increase in the aggregate valuation would have per- 
mitted this adjustment without changing the aggregate assess- 
ment of personal property at all. Similar doubts may be felt as to 
the propriety of the methods of reaching a like decision with 
regard to real estate ten years later. In this case the reduction of 
the personalty assessment was less than in 1876, but the influence 
of the board’s policy may be seen in the declining assessment of 
this class. The decrease of the total assessment of property in this 
decade is eloquent testimony of the inefficiency of the whole 
assessment process in Illinois. The special tax commission of 1886 
spoke as follows concerning the results of the state equalization: ” 

Equalization would seem to be plainly necessary. But how does it work 


under the present system? The State board deals with the aggregate as- 
sessment of lands, lots, and personal property — three classes — and adds 


1 Figures taken from the reports of the board. 
2 Report of the Special Tax Commission of Illinois, 18806, p. 3. 
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to or subtracts from each class, a fixed and arbitrary percentage; thus 
raising or lowering all property in each class in equal proportion. Thus, 
upon pieces of property already assessed at a large fraction of their value, 
frequently an increase of valuation is made, which carries them above their 
market value. 


The board was in the grip of the system, to the vicious tenden- 
cies of which it had never offered strong resistance. The ro per 
cent limit on changes in either direction, authorized in 1898, gave 
greater freedom but its waning interest in equalization prevented 
any use of this freedom except to make further reductions. In 
1899 there was no change in the aggregate of personal property; 
lands were reduced by $1,454,000, and lots $19,520,000.! In the 
following year personal property was reduced $10,613,000, and 
lands $34,022,000 while lots were increased $2,083,000.2 These 
erratic changes are illustrative of the board’s action in recent 
years. It is seen again in its favorite réle of lowering the aggre- 
gate valuation. The suit brought by the Chicago Teachers’ 
Federation forced more effective action for a time; but it was the 
final galvanic shock to a body from which the capacity to per- 
form its vital function had departed, for in 1906 it was possible 
for the committee on personal property to pass the following 
resolution: 4 

We have considered the relative value of personal property in each county 
and it is the opinion and judgment of this committee that the personal 
property in the various counties in the state should remain as assessed by 
the local assessors and county boards of review, believing said values to be 
just and equitable as between the several counties of the state. 

We therefore recommend that no additions to or deductions from the 


assessed value of personal property be made, in order that an equalization 
by the board may be maintained. 


This resolution has become the established formula of the com- 
mittee on personal property. Under its cover the board has made 
no effort to equalize personal property, not hesitating to add to 
the offense of inaction its solemn assertion of belief that the 

1 Tllinois State Board of Equalization, Report, 1899, pp. 37 ff. 

2 Tbid., 1900, pp. 82 ff. 

% Complete figures, 1868-1913, are given by Fairlie, Report on Revenue and 


Financial Administration, 1914, pp. 25, 26. 
* Illinois State Board of Equalization, Report, 1906, p. 13. 
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local personalty valuations were just and equitable between the 
counties. An incident of the session of 1906 will illustrate 
further the board’s methods. A resolution was introduced to 
the effect that personal property had been valued for taxa- 
tion at 70 per cent of its true value. After amendments to sub- 
stitute Ioo per cent, or go per cent, or to lay on the table, had 
been defeated, the original motion was carried, approving the 
70 per cent basis.1 While the equalization process has never 
been one of scientific inquiry into assessment conditions, it is 
here shown to have become the most ordinary form of political 
juggling to reach a compromise acceptable to the majority. 

The conclusions of the Commission of 1910 may be summarized 
as follows: ? 


t. No attempt had been made to study actual conditions. 

2. There was no assurance that the members elected possessed knowledge 
of conditions over a county or a congressional district. 

3. The board had failed to follow its own standards since 1900.% 

4. Members had worked for low assessments in their own districts, and 
almost never made increases in their home counties. 


The board’s behavior in 1913 again illustrates the sort of 
political juggling to which it has descended. The only addition 
on lands was a 30 per cent increase in Lake county, which was 
represented by a member who had made some effort to secure 
better methods of procedure and more effective results. In order 


1 Tllinois State Board of Equalization, Report, 1906, p. 11. 

2 Report of the Special Tax Commission of Illinois, 1910, pp. 63-65. 

3 The general equalization committee and the full board have been very un- 
willing to accept radical recommendations from the subcommittees. In 1900 the 
committee on personal property reported increases in 56 counties, ranging as high 
as 40 per cent in some cases; and decreases in 42 counties, one of 24 per cent. 
Out of this mass of corrections, the only advance which survived was a 16 per 
cent advance in Cook county. All other counties but eight were reduced 15 per 
cent. Similar treatment has been accorded the recommendations of the com- 
mittee on real estate, and the recent inactivity of these committees may be attrib- 
uted, in some degree, to the great unpopularity of reports which have displayed 
some effort to make a real equalization. 

The Special Tax Commission of 1910 concluded that ‘‘ the membership of the 
board, its elective character, its inadequate powers, and the short time which is 
allotted to it to perform its duties prevent it, and would prevent any similar board 
from becoming an efficient agent in the administration of the tax laws.” Message 
of Governor Deneen, 1910, p. 10. 
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to prevent discussion of this action, the rule was suspended which 
required that all committee reports lie open to debate and 
amendment for forty-eight hours before going to the general 
committee on equalization." 


CENTRALIZED ADMINISTRATION OF CORPORATION TAXES? 


Railroads. — The use of special administrative methods for the 
taxation of corporations in Illinois began with the revenue law of 
1872, according to which the assessment of the “ railroad track ”’ 
and “ rolling stock ” of railroads was transferred from the local 
assessors to the state board of equalization. To the latter was 
given also the duty of assessing the “ corporate excess ” of rail- 
road and other corporations when such excess was found to exist. 
All other corporate real estate and personal property were left 
within the local jurisdiction.? Corporations were required to 
make returns of their property and capitalization to the state 


1 The member in question gave a lengthy newspaper interview on his experi- 
ences, from which the following description of committee procedure is taken: 
“‘ Take the meetings of the committees as an illustration of the farcicalities. Dur- 
ing the entire three months’ session of the board which met two or three days a 
week from Aug. 12 until Nov. 20, no one of three committees that I particularly 
watched was in session more than five hours. 

“As a member of the personal property and town and city lots committees I 
can testify that they were called together by the chairman only three times during 
the three months’ session for one hour to an hour and a half each time. In the 
personal property committee the chairman glanced over the figures for each county 
and said, county by county: ‘ Oh, I guess that ’s all right; what do you say, boys? ’ 

“Some one would reply, ‘ Move it be accepted as sent in’ and it was carried at 
once. : 

“* At times some one would say, ‘I wonder why that county is so low in per- 
sonal property?’ And some one would answer, ‘ Oh, the floods this spring.’ 

“ Another county would be called and some one would say, ‘I wonder why 
that county is so high?’ ‘Oh, the floods did n’t touch it,’ some would remark. 

“©All right, let it go,’ the chairman would remark. 

“ Some one would say occasionally, ‘We ’d better take more time; go slowly 
and meet this afternoon.’ ‘No, sir-ee,’ some one would reply, ‘I want to get home 
this afternoon, let ’s go ahead, we can’t change any of it anyway.’”’ 

Remarks of H. T. Nightingale, in Chicago Herald, Jan. 2, 1914. Cf. also IIli- 
nois State Board of Equalization, Report, 1913, p. 16. A similar suspension of the 
rule requiring opportunity for inspection occurred in the case of the reports from 
the committees on railroads and capital stock. Cf. ibid., p. 94. 

2 Cf. Moore, Taxation of Corporations other than Railroads since 1872. 

3 Laws of Illinois, 1872, p.1. The corporate excess was to be taken as the excess 
of the value of the capital stock over the valuation of the tangible property. 
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auditor by whom these data were laid before the state board. The 
latter was not confined to the statements made by these com- 
panies, but might make further investigations though it had no 
power to compel the appearance of witnesses or the production of 
books or papers. The valuations when determined were certified 
back to the local districts for the application of the local rates. 
The railroad assessment for 1873 was more than five times the 
total returned by the local assessors in 1872, advancing from 
$25,568,784 as equalized, to $133,520,633. This immensely in- 
creased amount was composed of $59,317,408 on track and rolling 
stock, and $64,611,071 on capital stock. The figures speedily 
declined after 1873, due to large reductions of 40 per cent and 50 
per cent in equalization, and by 1876 the total assessment of rail- 
roads was only $44,329,489, of which $10,106,258 was the corpo- 
rate excess levied on capital stock. No assessments of railroad 
capital stock appear to have been made again until 1g00, and the 
maximum assessment thereafter was $3,313,415 in 1914.1 The 
assessment of physical property reached in 1878 the low level of 
$40,461,865, or less than 5 per cent of the total assessed valuation 
of the state. Until 1890 the railroad assessments increased faster 
than those of other property, comprising in the latter year 9.4 per 
cent of the total assessment of property. In the next twenty years 
the relative assessment of railroad and other property was practi- 
cally constant, the former rising in 1900 as high as 11.1 per cent 
of the total, but declining by 1909 to 9.6 per cent. In 1914 it 
was less than 8 per cent of the total. All of the evidence goes to 
show that railroads in Illinois are being taxed less heavily than 
other property, and that there are considerable differences among 
the railroads themselves. The declining proportion of railroad to 
total assessment has already been noted. The percentage of rail- 
road taxes to gross earnings has declined from 4.75 per cent in 
1890 to less than 3.5 per cent in 1911. Compared with net earn- 
ings the railroad taxes declined from 13 per cent in 1890 to 11 per 
cent in 1911, while for the country as a whole, the ratio of taxes to 


1 Complete figures, 1873-1914, are given by Fairlie, Report on Revenue and 
Finance Administration, 1914. 
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gross earnings rose from 8 per cent in 1902 to 16 per cent in 1914. 
Wide variations occur also in the ratio of taxes to earnings. In 
a few cases the gross earnings have been less than the taxes paid 
in Illinois. On the other hand, one important system has been 
paying little more than 2 per cent of gross earnings in taxes, 
while some other roads have paid not more than 6 per cent to 7 
per cent of net earnings in taxes.” 

The revenue law of 1872 made all domestic corporations liable 
to taxation on that part of the value of their capital stock in ex- 
cess of the value of physical property owned, commonly called 
the ‘“ corporate excess.” This margin of taxable value was to be 
determined by the state board of equalization. In 1873 the board 
assessed a total of $21,898,451, of which $6,325,216 was upon the 
stocks of public service corporations other than railroads.* The 
assessments steadily declined to 1880 when only 29 corporations 
were assessed for a total of $2,191,408. The aggregate assess- 
ment fluctuated from $2,000,000 to about $7,000,000 until 1901 
when the activity of the Chicago Teachers’ Federation forced an 
increase to $21,477,943, levied on 749 corporations. But this 
stimulus was soon spent, and,:though the board’s net caught 
1988 corporations in 1902, the average assessment was $11,421, 
as against an average of $28,675 in 1901. The total assessment 
thereafter declined until in 1907 it was only $10,608,000. By 
1909, with a basis of 333 per cent of full value, the figure was 
$35,394,441, assessed upon 1168 companies. In 1913, 708 
corporations were assessed for an aggregate of $29,373,104, 
or an average of $41,487.4 

The earlier fluctuations may be explained in part by changes in 
the manner of equalization by the state board, and also by the 
partial abandonment of the policy of administrative centraliza- 
tion which the state assessment involved.’ In 1875 companies 
organized for manufacturing, printing or publishing newspapers, 

1 Fairlie, Report on Revenue and Finance Administration, p. 29, and note. 

2 Thid. 

* Figures are given in the Report of the Special Tax Commission of Illinois, 1910, 

7 224. 
7 - Tlinois State Board of Equalization, Report, 1913, pp. 24-43. 
© Report of the Special Tax Commission of Illinois, 1910, pp. 85, 86. 
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and stock-breeding were restored to the jurisdiction of the local 
assessors. In 1893 companies for mining and selling coal were 
withdrawn from the state assessment, and in 1905 the privilege 
was accorded to corporations organized for mercantile purposes.! 
The legislature further attempted in 1905 to exempt from all taxa- 
tion the stocks of these classes of companies withdrawn from cen- 
tral assessment, but this was rejected by the courts under the 
uniform rule of the constitution.?, The court held that the stocks 
which were removed from the jurisdiction of the state board were 
still assessable by the local assessors, but in fact the laxity of the 
local assessment amounts virtually to exemption for these com- 
panies.* The same may even be said for many of the companies 
still centrally assessed, as more than three-fourths of the total 
corporate excess is regularly levied on a small group of public 
service corporations in Cook county. In 1909 the total assess- 
ment outside of Cook county was $950,000, and of this $753,000 
was upon local public service companies. In this year only 15 
companies were assessed for $100,000 or above, and only g5 for 
as muchas $10,000. In other words, the assessment of corporate 
excess, like the equalization process, has become a formal routine, 
the results of which are modified only by the political exigencies of 
the case. The board has long outlived its usefulness, and the time 
is overripe for a change. 

The need of reform is illustrated by the outcome of the Chicago 
Teachers’ Federation case. This suit was brought by the Federa- 
tion to compel a better assessment of the corporate excess of the 
Chicago public utilities. After proceedings had been instituted 
the board changed its rules and assessed a few companies for small 
amounts of corporate excess. The state courts authorized the 
issue of mandamus enforcing the proper assessment of these com- 
panies for rgor, and the figures for that year show a marked in- 
crease over preceding years. The collection of the increased taxes 
was enjoined by the United States Circuit Court on the ground 
that the assessment had been made under duress; and further- 

1 Laws of Illinois, 1875, p. 35; tbid., 1893, p. 172; tbid., 1905, p. 353. 


2 236 Illinois, 86. 
3 Fairlie, Report on Revenue and Finance Administration, p. 31. 
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more, not on the proper basis, which should have been the capi- 
talized net earnings instead of on the value of the stocks and 
bonds minus the valuation of the tangible property.1 The United 
States Supreme Court sustained the lower federal court, but on 
the ground that the corporations involved had been assessed on 
the full value of their capital stock while other corporations had 
been assessed on a 65 per cent basis.?. After seven years of litiga- 
tion the efforts to secure the adequate taxation of some of the 
most powerful and productive corporations in the state were 
frustrated by the backward character of the tax system and the 
results of judicial review. 

Enough has been said, perhaps, to demonstrate the utter failure 
of the Illinois state board of equalization in both of the adminis- 
trative functions assigned to it. The special commission of 1910 
recommended the abolition of the state board of equalization and 
the substitution therefor of a state tax commission, modelled 
along the lines of recent administrative development.* No 
further progress has been made, as bills for the creation of a tax 
commission were defeated in 1911 and 1913. The agitation was 
again renewed in rors and grand jury indictments were returned 
against prominent citizens of Chicago for making improper tax 
returns. This method of creating sentiment against the general 
property tax is not conspicuously successful, though it should 
prove the utter futility of that system. The proposal for a tax 
commission was renewed by the Committee on Revenue and 
Finance Administration, in 1914, with the broader suggestion 
that a state finance commission, with powers over both revenues 
and expenditures, would afford a more complete remedy for the 
present situation.+* 

1 State Board of Equalization v. People, 191 Illinois, 529. Also Chicago Union 
Traction Company v. State Board of Equalization, 112 Fed. Rep. 557. 

2 112 Fed. Rep. 607. Cf. Haig, History of the General Property Tax in Illinois, 
pp. 206-209. 

3 A state tax commission had been proposed by the Illinois Revenue Commis- 
sion of 1886, Report, p. 13. Cf. Report of the Special Tax Commission of Illinois, 
1910, p. 201. In 1913 the board of equalization appointed a committee to formu- 
late suggestions for tax reform. The only change which the committee could think 
of was that the board of equalization be made a perpetual body with longer tenure 


of office for members. Report, 1913, p. 21. 
* Fairlie, Report on Revenue and Finance Administration, 1914. 


BOARDS OF EQUALIZATION AND ASSESSMENT 77 


THE UTAH STATE BoarD OF EQUALIZATION 


History has been repeating itself in very interesting fashion in 
the fiscal experiences of the newer states. Without exception the 
more recently formed commonwealths adopted the general prop- 
erty tax as the chief source of state and local revenue, and their 
briefer experience has been an epitome of the longer history of 
this tax in older sections. In primitive frontier societies this 
system of taxation found congenial soil; it was fairly well adapted 
to such simple economic and social conditions as there prevailed 
and was perhaps fairly equitable in its burden. But such condi- 
tions rapidly disappeared with the passing of the frontier,and the 
general property tax speedily degenerated after the opening up of 
these newer sections to closer contact with the East. Many of 
these features are illustrated in Utah, the experiences of which will 
be briefly described. 

The first legislature established a state board of equalization in 
1896.! There had been a territorial board of equalization but no 
data are available concerning the results of its work. The new 
state board was composed of four persons appointed for four years 
by the governor with the consent of the senate. The chief func- 
tions of the board were the annual equalization of the local assess- 
ments, some very slight supervisory duties, and the assessment of 
certain inter-county public service corporations. 

Equalization and Supervision. — The authority, possessed by 
the Utah board, to make unlimited changes in the county totals 
and to reconvene at will the county boards of equalization, 
offered in theory some opportunity to correct the errors of the 
local officials. In practice, however, this has not been achieved. 
The standards of assessment have steadily declined and little has 
been accomplished toward a more equitable distribution of the 
tax burden. The figures below present a view of the results since 


1896: ” 


1 Laws of Utah, 1896, ch. 129. 
2 From the biennial reports of the board of equalization. ‘The large increase of 


1916 was due to a tax limit Jaw passedin 1915. Report, 1916, p. 72. 
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ASSESSMENTS OF REAL AND PERSONAL PROPERTY (MILLIONS) 


Real Im- Live Mer- Machi- | Moneys, | Other Total 
Year estate || DIOVe= stock | Chandise,! nery, | credits | personal | personal 
ments etc. tools 

TSOOMa caer $48.6 | $20.4 | $6.0 $4.4 $2.3 $3.0 $2.2 | $22.9 
UNO soeanaul| Zee 22.2 8.6 5.1 2.8 3.5 Bn Zan 
NGOYLs ad acdc all “OS 27.3 8.2 7.6 4.8 5.0 6.0 31.6 
if\fnonodocall Gisos 34.9 10.2 10.5 7.6 4.5 6.7 39-5 
OMAR nuboas al) ayn 43-3 10.8 II. 6.8 Hes 7.4 43.5 
LOLAM oe 7S <3 45.6 11.6 10.0 6.9 10.0 8.1 48.7 
LQ Onecare 186.3 | I0I.4 28.2 26.0 L723 17.6 23-3 II2.4 


The bulk of the assessments are seen to consist of tangible prop- 
erty. While the wealth of the stateis still largely of this character, 
it is difficult to believe that the total of moneys and credits was 
larger in 1896 than in any subsequent year to 1913.1 County re- 
corders are required to transmit to the county assessors lists of 
mortgages held by residents of the several counties,? but this pro- 
vision has apparently had little effect on the volume of mortgages 
assessed. The special tax commission of 1913 remarked that the 
state would “ lose no appreciable part of its income by abandon- 
ing all attempt to collect taxes on this class of property.” * The 
courts have held that the board might not increase all of the per- 
sonal property of a county, including moneys.* The board’s 
supervisory powers have never been adequate to induce in the 
local officials a proper observance of the tax laws; and a weak and 
decentralized administrative organization would naturally fail to 
cope effectively with that most difficult problem presented by the 
general property tax—the proper assessment of intangible 
wealth. Conferences of assessors have been held,® the counties 
have been visited by members of the board of equalization, and a 
persistent campaign has been waged for the compulsory use of 
land maps by the local assessors. By 1904 these maps were re- 

1 The total bank deposits on June 14, 1912, were $52,665,959. 

2 Revised Statutes of Utah, 1898, § 2531. 

3 Report of the Special Tax Commission of Utah, 1913, p. 21. 

4 State ex rel. Cunningham et al. v. Thomas et al., State Board of Equalization, 


Oct. 2, 1897. In Edition of Tax Laws, 1898, pp. 65 ff. 
5 Utah State Board of Equalization, Report, 1901-02, pp. 7, 8. 
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ported to be in general use.! The most important recourse open to 
the board to correct the results of the local assessment has been 
reconvening the county boards of equalization. This power has 
not been consistently exercised, in view of the well-known 
inconstancy of the assessors. Thus, in 1896, advances of 15 
per cent to 25 per cent were ordered in 11 counties,? and in 
1898 an increase of 5 per cent was ordered on all the property 
except money in 11 counties. Whether these were the same coun- 
ties that had been increased in 1896 is not indicated. A period of 
comparative inactivity followed to 1903 when advances were 
again made in 11 counties. In the following year one county 
was increased and the opinion was expressed that all property 
had been “‘uniformly and equally assessed.”’®> The board has 
frequently recommended full value assessment and tax rate limita- 
tion but its latest actions indicate some reluctance to make prog- 
ress to that end. In 1913 the levy for state tax on the aggregate 
valuation was insufficient to meet the appropriations for that 
year. The board hesitated to advance either levy or valuation on 
account of the dissatisfaction that would follow, and trusted to 
the inheritance tax and other sources of state income. In 
1914 the board was compelled to add some $3,000,000 to the 
assessed valuation. This increase was said to have been based 
upon careful investigation, but no details were given as to the 
data collected or the character of the changes. The maximum 
levy allowed by the constitution on the equalized valuation was 
not sufficient to cover the appropriations made in 1913.° 

The earlier optimism concerning equality of assessment was not 
shared by the members of the board in later years and in 1908 the 
appointment of a special tax commission for the investigation of 
the tax system was officially recommended. Two years later 
assessments were declared to be far from uniform and it was pro- 
posed that the assessors should be appointed.’ Such an advanced 

1 Utah State Board of Equalization, Report, 1903-04, p. 4. Previous to the 
adoption of these maps there was no assurance that all of the property had been 


listed. Cf. ibid., 1901-02, pp. 7, 8. 
2 Tbid., 1896, pp. 5, 6. 5 Tbid., D.. 5- 
3 Tbid., 1897-98, Pp. 4- 6 Ibid., 1913-14, pp. 62, 63. 
4 Tbid., 1903-04, P. 5- 7 Tbid., 1909-10, p. 6. 
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suggestion was hastily recanted and the people were assured that 
there was no intention of depriving them of self-government.! 
The principle of appointment was approved by the special tax 
commission which reported in 1913, though the recommenda- 
tion of that body extended no further than to advise close 
central control over a locally chosen official.? State equali- 
zation, as conducted by the present board, was declared to be a 
farce. Wide differences were found in the basis of assessment in 
different counties. Assessments of section property ranged from 
18 per cent to 56 per cent of true value, while town lots varied 
from 21 per cent to 55 per cent of true value. The remedy pro- 
posed by the special tax commission was a strong administrative 
centralization of the whole tax system in the hands of the board 
of equalization which was to be reorganized along the lines of the 
modern tax commission. The problem of assessing moneys and 
credits was admitted to be incapable of solution under the general 
property tax and classification was recommended with a rate of 
three to five mills.® 
The Administration of Corporation Taxes. — The first revenue 

act of the new state provided that the property and franchises of 
railroads, street railroads, telegraph and telephone companies 
operating in more than one county should be assessed by the 
state board of equalization.’ The basis of this assessment was 
to be a sworn statement by the president or other competent 
official, returning all of the property, real, personal or otherwise, 
owned in the state, including the mileage in each county. These 
returns were also to include such other information as the board 
might require, though in fact there is little evidence that the 
board’s inquiries were very widely extended. In 1899 central 
assessment was introduced for intra-county telephone and rail- 
road companies, and the net proceeds of mines, but a court 
decision of 1903 withdrew these properties from the central juris- 

1 Utah State Board of Equalization, Report, 1911-12, p. 6. 

* Report of the Special Tax Commission of Utah, 1913, p. 14. 

3 [bid., p. 10. 4 [bid., pp. 15-17. 

5 Tbid., pp. Q, 10. 

6 Tbid., pp. 21-23. 

7 Laws of Utah, 1896, p. 439. 
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diction. A constitutional amendment placed the net proceeds 
of mines under the authority of the state board in 1907.1 

The board has been more successful in administering the cor- 
poration taxes than in its efforts at equalization, though its 
methods in the assessment of railroads were not approved by the 
special tax commission. The latter found that the assessments 
had been confined too closely to a physical valuation basis; and 
that the board had sought to reach a portion of the difference be- 
tween physical and actual value by assessing this difference sepa- 
rately as the franchise value. This attempted separation was 
declared to be “inaccurate, misleading, and unscientific’; but 
on the whole the commission expressed itself as satisfied with the 
results of corporate taxation under existing laws, whereby ap- 
proximately one-third of the cost of reproduction had been 
attained.? The good was not permitted to defeat the best, how- 
ever, and recommendations were offered for an extension of the 
board’s authority to require returns on the following subjects: 8 

(a) the actual cash value of the tangible property; 

(b) the average market price of the stocks and bonds during the year; 

(c) the total amounts paid in dividends, and to the surplus, reserve and 

sinking funds; 

(d) the gross and net earnings. 

The special commission’s proposals were in line with its advo- 
cacy of greater administrative centralization. One exception to 
this position is found in its attitude on the assessment of the net 
proceeds of mines, which it believed could be more satisfactorily 
and effectively assessed by the county assessors, especially if the 
work could be done under the direction and supervision of the 
state board: This anomalous recommendation was sustained by 
the following curious reasoning. The present law requires the 
board to assess improvements and machinery as well as net 
proceeds of mines. For this purpose the owners are required 
to report on the value of their improvements and machinery, 
and the county assessors are required to visit the mines and 

1 Utah State Board of Equalization, Report, 1906, p. 8; ibid., 1908, p. 7. Con- 


stitution of Utah, Art. XIII, § 4. 
2 Report of the Special Tax Commission of Utah, pp. 20-63. * Ibid., pp. 34-37. 
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make an independent report on the value of this property. 
Since the reports of owners and assessors often vary widely, and 
inasmuch as the county assessor is required by law to visit the 
mines anyway, the commission concluded that it would be more 
satisfactory to allow them to perform the whole assessment. The 
experiences of the past seem to condemn this conclusion. The 
following table shows the comparative results of local and state 
assessment since 1896: ! 


ASSESSMENT OF NET PROCEEDS AND MACHINERY OF MINES (MILLIONS) 


Local assessments By State Board of equalization 
Total 
Improve- 
Year Valuation Year Net proceeds} ments and 
machinery 
TSOO sae $2.0 TOOOsE wees iets $2.4 
ESOT Ras oeystee 17) TOOT seach aya 
TOS sepc ee eee TOO2 aria iene: 4.3 
TSQQH eee 1.8 TOOSm eens 4.5 
TOOAseaey weenie Bai TOO atraccrapiecs Ghee 
TOOS snckomeustiens 4.8 TOOSS cre etarinie 5-3 
TOQOOM ec eee 3.2 TOO yet 4.2 $2.8 $7.0 
LOLA wessyom sik Wes 3.6 II.0 
EQUA wacescysiae. 9.6 3.9 13.6 
TOTO shaatycyere is 21.6 8.3 29.9 


While it is not held that the board’s figures represent the full 
value of the net proceeds, it seems evident that the central assess- 
ment has succeeded better than the local assessment in sustaining 
the level of valuation. It is natural that the progress of the mining 
industry should result in an advance in the total; but it is signifi- 
cant that in both periods of local assessment the tendency of the 
valuations was downward, while in both periods of central assess- 
ment the opposite tendency has prevailed. Notwithstanding this 
gain under state administration there is need of further improve- 
ment, especially in the facilities for grading the mines according 
to quantity and quality of output and the conditions of opera- 


1 Compiled from the biennial reports of the Board of Equalization. Cf. J. J. 
Thomas, “‘ Taxation of Mines in Utah and Nevada,” Proceedings of the National 
Tax Conference, 1908, pp. 431, 440. 
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tion. The board recommends the establishment of a bullion 
commission, following the practice of Nevada. 

In the assessment of car companies the board has made valu- 
able gains. The state treasurer was originally designated as 
collector of these taxes; but the neglect of delinquencies led to 
the appointment, in 1900, of the secretary of the state board as 
the collector of these taxes, with marked improvement in the 
collection.? 

Enough has been presented, perhaps, to indicate the scope of 
the activities of the Utah board of equalization, and to reveal the 
weaknesses of decentralized administration in that state. They 
are the characteristic difficulties -— equalization has become a 
farce, weak advisory supervision has availed little, and there is 
much room for improvement in the conditions of corporate assess- 
ment. The board has been growing less active in recent years. 
On the other hand, it has accomplished some valuable results. It 
has compelled the use of land maps, it secured the special commis- 
sion of investigation, and it has become somewhat more awake to 
the necessity of administrative reform. It is possible that this 
board may develop into a regular tax commission along the lines 
suggested by the special tax commission.* 

1 Utah State Board of Equalization, Report, 1910, p. 7. 

2 Tbid., 1901-02, p. 4. 

3 Cf. the remarks of the Utah delegates at the Eighth National Tax Conference, 
Denver, 1914, Proceedings, pp. 110-114. 
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STATE BOARDS OF EQUALIZATION AND ASSESSMENT 
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THE CALIFORNIA STATE BOARD OF EQUALIZATION 


Tue first state board of equalization in California was created in 
1870.! It was composed of the state comptroller and two members 
appointed by the governor for four years at a salary of $3000. The 
board was to assemble for monthly meetings and was to continue 
in session until disposition had been made of all the business 
before it. Its chief duties related to the state equalization which 
was provided by the act, and in connection with which the board 
was to conduct inquiries along the following lines: ? 

(a) . . . as to the mode and manner in which the assessors and collectors 

of revenue perform their duties .. . ; 
(b) as to whether the assessment made by the local assessors of the sev- 


eral counties are equal and uniform according to location, soil and 
improvements, production and manufactures. 


In cases of gross neglect on the part of the local assessors, the 
board was to report the matter to the district attorney through 
whom action for removal was to be taken. For some perverse 
reason, the state equalization was to be made before that of the 
county boards, an illogical arrangement which left the state board 
at a great disadvantage. The law also provided that members of 
the latter board should visit the counties if this proved necessary. 

Needless to say, such a tour did speedily prove to be necessary 
as the county assessors were either unwilling or unable to make 
the returns asked for by the state board. Some indication of the 
conditions which by their prevalence over the state had given rise 
to this board may be seen from the specific objects sought on the 


1 Laws of California, 1870, ch. 489. Fankhouser’s A Financial History of Cali- 
fornia contains valuable historical material. 
2 From the law creating the board. 
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first expedition through the counties. Among these were the 
following: ! 

1. To obtain county maps; 2. to obtain from each assessor his definition 
of full cash value and the per cent thereof used in assessing property; 3. to 
instruct assessors not to discriminate between large and small tracts of the 
same character; 4. to ascertain the causes of the great disparity of the valua- 
tions of personal property in the several counties; 5. to correct the neglect 
to assess furniture, watches, libraries and money, all of which some assessors 
regarded as not worth looking after; 6. to arrange for a return of a copy of 
the assessor’s roll in 1871; 7. to have improvements listed separately; 8. to 
induce the local boards to be more strict in granting reductions. 


The situation which had developed in California under a com- 
pletely decentralized administrative system was probably one of 
the worst in the United. States. Few of the counties had land 
maps and it was uncertain in many counties whether all of the 
real estate was even listed for assessment.? Merchandise was 
seldom assessed and live stock was always underassessed, while 
many classes of personal property were entirely overlooked by the 
assessor. There was absolutely no uniformity in the definition or 
the application of the term “ full cash value,” with the result that 
“ the rich counties were shielded and benefited, while the poorer 
counties, less fertile in resources and burdened with debt, bore 
relatively the larger burden of taxes.” ? Competitive undervalua- 
tion was present in California as in Ohio and New York. One of 
the worst abuses was in the unlimited power of the county boards 
to reduce valuations. An extreme instance of the unwarranted 
exercise of this power occurred in 1871. The board of San Mateo 
county reduced valuations in 1233 cases, though applications for 
relief had been made by only 19 taxpayers in person and by only 
27 through attorney. Of the 56 applicants, 35 gave no reason at 
all for the desired reduction and none of the others alleged over- 
assessment. The total valuation of the county was lowered by 
these reductions from $4,301,196 to $1,897,200.4 Another source 
of improper and incomplete assessments, especially in the larger 

1 California State Board of Equalization, Report, 1870-71, p. 6. 

2 Ibid., pp. 8,9. The special tax commission created in 1915 found some land 
not yet on the tax rolls. Cf. its Foreword on Taxation in California, 1916, p. 7. 


Selbid., ps 13. 
4 Ibid., p. 16. 
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counties, was the practice of “‘ farming out” the actual work of 
assessment to deputies. The assessor’s salary did not permit him 
to engage deputies by the day and if he wished to obtain any 
income for himself from the office he was obliged to sublet the 
actual assessment work on contract. Between the thrifty assessor 
and his subcontractors there was little room for considerations 
of equity and general welfare in the labors of the assessment 
season. 

_ Such was the chaos into which the California tax system had 
fallen and from which the state board of equalization was expected 
to rescue it. The board was unable to perform an equalization in 
either of the first two years because of its inability to secure 
returns from the county assessors before the date set for the meet- 
ings of the county boards.1 No authority existed to compel the 
county assessors to codperate with the state board to this extent 
and some of them took this means of defeating the purposes for 
which the state equalization had been established. In addition, 
the county boards blocked the efforts to secure the county returns 
by refusing to sanction the work of the assessors in preparing the 
necessary statements. An effort was made in 1870 to enlist the 
sympathy and support of the assessors by assembling them in a 
state convention; but about the only gain from this meeting, which 
was largely attended, was the display of absolute non-uniformity 
of action among the assessors both in their construction of 
the law and of their methods of applying it. Though the meeting 
adopted a definition of “‘ full cash value’ which it was agreed 
should be used by all, it was impossible to show that the confer- 
ence had in any way affected the work of the assessors in 1871.2 
As little could be shown for the other elaborate preparations for a 
more uniform assessment in this year. Instructions had been 
issued to the assessors, suggesting a classified instead of a lump 
sum assessment of personal property, and asking for an estimate 
of the full value with the percentage used by the assessor. Very 
incomplete returns were received but from such replies as were 
made to this request a table of percentages of assessed to true 


’ California State Board of Equalization, Report, 1870-71, pp. 3, 21. 
2 Ibid., p. 4. 
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value was compiled, the range of which revealed the hopelessness 
of attaining any material uniformity without greater control over 
the acts of the local assessors.! The estimates ranged from one- 
third to full value for personal property and from 4o per cent to 
80 per cent for real estate, but with absolutely no tendency to a 
common basis anywhere within these limits.” 

The authority of the board was extended somewhat by the 
Political Code of 1872, by which power was given to prescribe 
rules and regulations to govern both assessors and county boards. 
Local officials were required to observe the regulations prescribed 
under this section.? The effect of this additional authority was at 
once felt throughout the tax system. The board remarked, with 
more enthusiasm than regard for literal truth, that “ all assessors 
did their work with faithfulness, industry and ability.” 4 How- 
ever, the achievement certainly did reflect credit upon those in 
charge, as the figures show: ° 


ToTAL ASSESSMENT OF PROPERTY, 1870-73 


Year Assessment Year Assessment 
TS 7/Oscase oe P2755 50,127 1 O72: pOZOS37O,014 
TS7 Tee 2055700833 LO QaeAe eee 5275203 092 


The feeble authority of the board under the original act is shown 
by the decline of the total assessment in 1871 in the face of its 
efforts to secure better returns. Since no state equalization was 
made, its labors served principally to call public attenton to the 
need of much stronger measures, of which the provisions of the 
Code were only a beginning. The slight additional authority 
given to the board by the new legislation produced gratifying 
results, representing an advance of 136.8 per cent over 1871. No 
reduction was made in the rate of the state tax on account of the 
higher valuation as the new Code had shifted a greater portion of 
the state expenses to that source by reducing poll taxes and 


1 California State Board of Equalization, Report, 1870-71, pp. 20-22. 

2 Tbid., pp. 30, 31. 

3 Political Code of California, 1872, ii, pp. 5off. The board had urged this 
revision in its report, 1870-71, p. 23. 

4 California State Board of Equalization, Report, 1872-73, p. 6. 

> Tbid., pp. 10, it. 
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eliminating some of the license taxes.1 By these changes equali- 
zation was rendered even more important than before, though the 
limited powers given to the board and the narrow views taken by 
the courts implied little enough appreciation of this fact. There 
were some significant reductions in county rates, specimens of 
which are given below.? No details of the actual equalization are 
presented in the reports and it is quite probable that the board’s 
efforts were still confined chiefly to the advisory work of the 
preassessment season. 

Its triumph was but short-lived, however. The total assess- 
ment for 1873 shows a decline of about $90,000,000 from the level 
of 1872 in explanation of which at least two circumstances should 
be noted. In the first place, the amount of mortgages returned for 
taxation in 1873 was much less than in the preceding year. The 
taxable status of mortgages had been quite uncertain for some 
years owing to various legislative acts and to certain court deci- 
sions. In the session of 1869-70 mortgages had been exempted, 
but the Code of 1872 restored them to the taxable list.* This 
action was sustained by the court in 1873 but the general impres- 
sion of the force of the decision ‘was that mortgages had been 
thereby exempted. The wish was evidently father to this inter- 
pretation, the effect of which was a marked decline in the volume 
of mortgages returned. In 1876 the courts held that mortgages 
were not property in the meaning of the constitution > and the 
dissatisfaction with this interpretation of the organic law, to- 

1 California State Board of Equalization, Report, 1872-73, p.14. The Code had 


inposed upon the board the duty of calculating the rate of the state tax. 
2 Some typical reductions of local tax rates were as follows: 


Tax rate in Tax rate in 
County County 
1871 1872 1871 1872 
Alameda ty sats ost a ne $2.21} $1.00 Santa Clara: joacewces $2.46} $1.20 
Sacramentovc-t.ctee.cse 2.47 1.50 San Oaquint se eee 2.21 1.05 
Sani Mateosnniccesecce: 1.92 92 


* Laws of California, 1869-70, ch. 485; Political Code of liad dhitlesixercht 1: 
43 Calif. 331; People v. Eddy. 

* Plehn, ‘‘ The Taxation of Mortgages in California,” Yale Review, viii, p. 36. 
Also, 46 Calif. 416. 

5 sx Calif. 243. 
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gether with the desire to provide for mortgage taxation, were 
important motives for the revision of the constitution in 1879.! 

The second factor in the decline of the total assessment in 1873 
was the emasculation of the board’s powers by the courts.? The 
leading case involved the power to equalize valuations. It was 
held that the constitution required property to be assessed by an 
officer elected by those whose property he was to assess. The proc- 
ess of equalization was a part of the function of assessment since 
to raise the valuation of a county was virtually to make a new 
assessment. This process could not, therefore, be delegated to an 
appointive board of equalization. Following this construction of 
its functions, the board ‘‘ lost even a moral power over the asses- 
sors,’ * and from 1873 to the adoption of the new constitution in 
1879 its functions were limited to ascertaining and stating the 
rate of the state taxes. The withdrawal of the slight supervisory 
control which the board had exercised resulted in a rapid degen- 
eration into the old conditions of underassessment, marked espe- 
cially by diminished assessment of personal property. Between 
1876 and 1879 the total assessment of money dropped from $16- 
904,218 to $9,866,986; of these amounts almost the whole was 
listed in San Francisco. From 1872 to 1880 the assessment of 
property of the same kind increased only 14.6 per cent, while 
population increased 39.2 per cent. It was obvious to the board in 
1880 that all of the property of the state had not been listed and 
that assessments had not been made at full cash value.® 

The second board of equalization was provided for by the new 
constitution of 1879.7 It was to consist of one member elected 
from each congressional district for four years with the comptrol- 
ler of state as an ex officio member. According to the original 
language of the constitution the board was “‘ to equalize the valua- 
tions of the taxable property of the several counties in the state 

1 Plehn, loc. cit. 27477, Calif Ose 

3 California Board of Equalization, Report, 1880, p. 27. 

4 Ibid., 1883-84, Pp. 3. 

5 Report of the Commission on Revenue and Taxation of California, 1906, p. 56. 
Also Plehn, Joc. cit., pp. 36, 37- 


6 California State Board of Equalization, Report, 1880, p. 35. 
7 Constitution of California, 1879, Art. XIII, §§ 9g, 10. 
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for the purpose of taxation.”” Another section required it to assess 
railroads, a duty which will be discussed below.1 The new board 
began at once, with considerable vigor, an investigation of tax 
conditions in the several counties and visited all but 15 of them. 
The troubles of the assessors had been increased by the addition 
of mortgages, franchises, capital stock, and solvent credits to the 
taxable property. In the local visits sales data were gathered, 
assessors quizzed as to the basis of valuation used, and the general 
mechanism of equalization set in operation again.? Consideration 
of the first data gathered led to the conclusion that the assess- 
ments of lands and sheep in 29 counties should be raised from ro 
per cent to 50 per cent, but in view of another court decision which 
cut deeply into the board’s powers the increases were not made.* 
This decision hinged upon the interpretation of the new constitu- 
tion as to the power of the board to change individual assess- 
ments.‘ The board had taken the position that it possessed such 
powers and had begun a vigorous equalization which would have 
been of considerable significance had it been completed along the 
lines contemplated. It was estimated that the power to change 
individual assessments would alone have added $10,000,000 to the 
rolls.» The court held, however, that absurd and injurious con- 
sequences would follow if the state board of equalization were 
allowed to change individual assessments, but that the adminis- 
trative portion of the tax system would be a harmonious whole if 
the county board equalized among individuals while the state 
board equalized among the counties only. Such a view was based, 
_ as the board observed, upon an ignorance of the history of 
the state revenue system.® The performances of the San Mateo 
county board in 1871 should have exposed the fallacy of the 
court’s reasoning; 7? and had this not sufficed the case of the San 
Francisco banks in 1872-73 should have been convincing. In 1872 

1 See below, pp. 94-96. 

? California State Board of Equalization, Report, 1880, pp. 6, 9. 

SSTO7d pp wLOy 276 

4 Wells Fargo v. State Board of Equalization, 56 Calif. 194. 

5 California State Board of Equalization, Report, 1880, p. 24. 


UO Whaitile. je, Heh, 
7 Cf. above, p. 85. 
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17 savings institutions in San Francisco had been assessed at a 
total of $40,918,000, but the county board, acting under special 
pressure, cancelled the assessment. After two appeals to the 
highest court the board succeeded in restoring the assessments to 
the rolls but in 1873 the banks virtually cancelled their own 
assessments as the total for the 17 institutions was only $1,530,- 
ooo.! This experience led the board to demand some means for 
the proper punishment of officials who evaded the law in the 
interest of large corporations, but little was to be accomplished in 
that generation toward breaking the hold of corporate interests on 
the administration of every branch of the state government. In 
addition to the court’s unfamiliarity with past conditions which 
had already demonstrated the impossibility of the judicial sug- 
gestions, it was apparently ignorant also of the spirit of competi- 
tive undervaluation which had made state and local equalization 
necessary and of the tremendous temptation to introduce local 
inequalities through favoritism. The decision meant virtual 
demoralization of the tax system, evidence of which was at once 
apparent in the assessed valuations. The total assessment of 
property (including real estate, personal property,and money,the 
characteristic California grouping) declined from $628,800,000 in 
1880 to $579,000,000 in 1882.2 In the following year the board 
determined upon a vigorous equalization by counties, the only 
power which was left to it. The first detailed results of equaliza- 
tion were published in this year, showing advances of Io per cent 
to 20 per cent in twenty counties, with a total increase of $71,429, 
268.3 In 1884 the action was somewhat less drastic, but it resulted 
in thirteen advances and one reduction, with a net increase of 
$37,777,082.* 

This vigorous policy was of short duration, for beginning with 
the later eighties the equalization became more irregular and less 
determination was displayed in handling the returns. In 1889 
only six counties were changed, of which five were lowered, with a 
net reduction of $28,128,000. In 1890 the only change was a 10 

1 California State Board of Equalization, Report, 1872-73, pp. 15-19. 


2 Tbid., 1883-84, p. 5. 
Sel bid.. Dp 24, 25. SP LUiC = Dao 


92 THE STATE TAX COMMISSION 


per cent reduction amounting to less than $1,000,000.! The next 
year advances of 5 per cent to 10 per cent were made in nine coun- 
ties, totalling $112,418,398. Again, in 1892, four counties, all of 
which had been included in the advance of the previous year, were 
increased by a total of $76,603,649.2 This activity was only spas- 
modic and the board again subsided into a policy of mere formal 
adjustments. Such alternation between vigorous and indifferent 
action, but with gradually lessening fervor on the whole, has been 
the experience of almost every state board of equalization, as its 
narrow authority has proved increasingly inadequate to correct 
obvious inequalities. In 1892 the board admitted that it had 
knowledge of many inequalities but was without power to correct 
them.’ This inability goes back to the Wells Fargo decision of 
1880.4 The virtual effect of this decision was to restrict the equali- 
zation to an adjustment between the rural and the urban counties 
and the board alternately lowered the one or raised the other 
group in the effort to attain a crude equality of burden. Thus, in 
1895, compensation was sought by ordering a flat reduction of 10 
per cent in twenty-six counties, giving a total decrease of $36,696,- 
340.° In the following year five counties containing urban centers 
were increased $74,113,818, and two were reduced $3,086,821. In 
1897 reductions were ordered in forty-two rural counties, and in 
1898 the whole assessment roll was left unchanged. The detailed 
action of the board was published only twice in the years 1899 to 
1910. In 1903 a substantial advance of $178,423,555 was made 
by raising eighteen counties from 10 per cent to 20 per cent.’ 
Nine of the counties in this list, and nine others, were advanced 
from 10 per cent to Ioo per cent in 1909, giving a total increase of 
$321,532,590.° 
The special tax commission of 1906 condemned the whole 

equalization theory, and incidentally, the California application 

1 California State Board of Equalization, Report, 1889-99, p. 13. 

2 Tbid., 1891-92, p. 8. 

3 [bid., 1891-92, p. 4. 

4 Cf. above, p. go. 

° California State Board of Equalization, Report, 1895-06, p. 6. 

8 Ibid., p. 46. 

7 Thid., 1903-04, p. 5. 8 Ibid., 1909-10, p. 17. 
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of it, without qualification.! Its criticism was not wholly well- 
founded, for it has been seen that the originally inadequate 
powers of the state board had been largely whittled away by the 
courts. The critical attitude of the commission stimulated the 
board, apparently, for it gave evidence in the years following this 
report that it desired more power and proposed to push more 
vigorously for better conditions of assessment.? In the second 
report of the special commission, published in r1g10, the attack 
upon the board was continued and numerous instances were intro- 
duced of obvious injustice in the tax burden, though again there 
was not sufficient recognition of the board’s inadequate powers as 
a cause for these conditions. The special commission was inter- 
ested in securing separation of sources of state and local revenue, 
under which it believed that equalization by a state board would 
no longer be necessary.* Its arguments proved effective and the 
new revenue system was adopted in 1910.‘ The direct state tax 
was relinquished except as an emergency measure, to supple- 
ment the regular sources of state revenue. The function of state 
equalization has become therefore relatively unimportant, being 
confined to the annual review of the locally assessed real estate 
of banks and insurance companies for the purpose of preventing 
the encroachment, by the local assessors, upon the state’s 
revenues from these corporations through overvaluation of the 
real property locally assessed.® 

1 Cf. the following statement: ‘“‘ Equalization, so-called, does not equalize, and 
in the nature of things, cannot equalize. After the officers have exhausted their 
best efforts in this direction, there are inequalities — glaring ones— between real and 
personal property; between different classes of personal property; between county 
and county; between city and city; between city and country; between man and 
man. All of which are rarely removed, and often intensified, by so-called equali- 


zation.” Report of the Commission on Revenue and Taxation of California, 1906, 
p. 10. 

2 For instance, cf. the vigorous discussion and recommendations for further 
administrative centralization in its report for 1907-08, pp. 12-18. The board rec- 
ommended extension of its power to permit the change of any individual assessment, 
or that of any class or subdivision of a class of property; and for the centralized 
administration of the assessment of more classes of corporations. The decision of 
the Wells Fargo case was again severely criticized. 

3 Cf. Report of the Commission on Revenue and Taxation of California, 1906, p. 11. 

4 The amendment became Art. XIII, § 14, of the constitution. 

5 Cf. California State Board of Equalization, Report, 1912. Potentially the 
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Central Administration of Corporation Taxes — Previous to the 
changes of roro centralized administration had been applied 
only to the taxation of railroads. The trials and discouragements 
of this experiment were quite sufficient to dampen any enthusiasm 
for extension, regardless of the defects of local administration. 
Originally all corporations were taxed locally under the general 
property tax, as a matter of course. The circumstances under 
which the early railroads of California were built gave rise to a 
question of jurisdiction — had the state the right to tax a railroad 
chartered by the federal government, or subsidized by it, or en- 
gaged in interstate commerce ? This right was affirmed in 1872.1 
The first step toward administrative centralization was taken at 
this time, in the provision that the state board of equalization 
should assess rolling stock and apportion it to the counties on a 
mileage basis.? All other railroad property remained locally as- 
sessable until the constitution of 1879, which required the state 
board of equalization to assess the ‘‘ franchises, roadway, road- 
bed, rails, and rolling stock of all railroads operating in more than 
one county.”’? The Pullman Company was included in the state 
assessment by construction, but all other corporations remained 
within the local jurisdiction and consequently escaped with very 
light taxes. The railroads fought vigorously the transfer of taxing 
authority and for fifteen years succeeded in hindering the state’s 
efforts at adequate taxation.* After a large number of cases had 
cleared the bewildering jungle of technicalities that had been 
raised, the final question was whether the taxation of a federal 
franchise were involved. It was admitted that the assessment 


board still possesses all of the power of equalization given in 1879, but the com- 
plete change in the method of raising state revenues has placed this power in abey- 
ance, except for the equalization to be made in the case of the real estate of certain 
corporations, and the equalization of all property for the purpose of distributing 
the small direct tax which was to be levied until 1915 for the purpose of financing 
the Panama-Pacific International Exposition in San Francisco in rors. 

1 People v. Central Pacific Railroad Co., 43 Calif. 398. 

Political Code of California, 1872, § 3663, as amended by Laws of 1872, ch. 417. 

3 Constitution of California, 1879. Art. XIII, § ro. 

4 The leading federal case is in 162 U.S. 91, decided in 1895. Also, 105 Calif. 
576. Cf. Report of the Commission on Revenue and Taxation of California, 1906, 
pp. 105-107, and Plehn, The General Property Tax in California, pp. 178-182. 
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would be legal if it did not involve a federal franchise, and the 
litigation was ended when it was held that the state did not tax 
that franchise. The railroads paid up the back taxes which they 
had withheld during the period of litigation and the legislature 
ordered the state board to reassess certain lines, the former assess- 
ment of which had been declared illegal.!_ The distinction between 
the federal and the state franchise seems a purely technical matter 
and it is extremely doubtful if the final decision had any practical 
effect upon the actual assessment.? 

The methods used by the board are nowhere described in its 
own publications. They were alluded to as follows by the rather 
critical Commission on Revenue and Taxation, in 1910: 

Until recently the board counted the number of locomotives and cars, 
and guessed at their value, then guessed again at the value of the franchises 
and reached a total—such as it was. What wonder that they gladly 
adopted the suggestion of this commission that if they made such a valuation 
that the total taxes would equal four per cent of the gross earnings they 
would be doing effective justice. Since 1906 the assessment of railroads has 


been made by the application of a mathematical rule, and guesswork has 
stopped. 


It is quite probable that no great development of method had 
occurred and the commission’s charge of guesswork doubtless had 
foundation; though, as will be seen, this commission’s later 
recommendations have not entirely eliminated guesswork from 
corporate assessment. 

The results of the state assessment suggest a lack of system and 
a depression of spirit due to the vigorous protests of the rail- 
roads. The aggregate figures rose from $27,602,313 in 1882 to 
$50,746,500 in 1884. Thereafter they dwindled to $40,408,652 by 
1890; then an equally slow advance began and in igor the aggre- 
gate had reached $49,121,485.4 From this point the board was 
more aggressive and by 1g1o it had added $58,411,702 to the 
assessment. There was naturally considerable inequality be- 

1 Report of the Commission on Revenue and Taxation of California, 1906, pp. 106, 
107. Laws of California, 1893, ch. 207. 

2 This was the view also of the special revenue commission of 1906. 

3 Report of the Commission on Revenue and Taxation of California, 1910, p. 35. 

4 The figures to 1906 are given in ibid., 1906, p. 107. 

5 California State Board of Equalization, Report, 1909-10, p. 39. 
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tween classes of corporations. In 1906 the special commission pre- 
sented figures to show that the railroad tax represented a rate of 
3.64 per cent on gross earnings, while the taxes on the utilities 
locally assessed ranged from .514 per cent in the case of express 
companies to 7.09 per cent for water companies.! The inequality 
of tax burden here disclosed could have been remedied, of course, 
by an extension of the authority and jurisdiction of the state 
board of equalization. But the commission of 1906 preferred to 
incorporate the gross earnings tax as the basis of its revised 
system of corporate taxation. 

This revision of the state revenue system, in which separation 
of the sources of state and local revenue was the central feature, 
was made effective by a constitutional amendment of 1910. The 
state revenues were to be obtained from a series of gross earnings 
and franchise taxes on various classes of corporations. The locali- 
ties were to retain the general property tax, in the administration 
of which they were to be free from central supervision except in so 
far as the local assessment might affect the basis of the state rev- 
enues.? The administration of the corporation taxes laid upon the 
state board a considerable range of duties, varying from the cleri- 
cal labor of computing the amounts due in taxes on gross earnings 
to the valuation and assessment of corporate franchises.* It was 
evidently the conviction of the commission of 1906 that this 
reform, for which it had so zealously wrought, would end the 
guesswork and uncertainty of the former methods of corporate 
assessment. It believed also that greater equality of tax burden 
would result among classes of corporations, and between corpo- 
rate and other property. But these anticipations have not been 
fulfilled; indeed, the state tax commission which reported in 
1917 condemned the results of this plan in no uncertain terms.* 

The tax on gross earnings, which is levied upon certain classes of 
public utilities, has occasioned little administrative difficulty, but 
it has already been found to be rigid and inflexible and in a time of 

1 Report of the Commission on Revenue and Taxation of California, 1906, p. 68. 

2 Cf. above, p. 93. 

’ Cf. California State Board of Equalization, Report, 1911-12, p. 9, for a de- 


scription of its varied duties. 
“ Cf. Report of the California State Tax Commission, 1917, pp. 8-13. 
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rapidly increasing tax burden this rigidity confers a distinct 
advantage upon the property taxed under it. In 1913 and again 
in 1915 the legislature readjusted the rates on gross earnings in 
order to equalize the tax burden and secure additional revenue. 
In any case legislative equalization of this sort is purely experi- 
mental — it does not and cannot really equalize and its advantage 
over the ad valorem method is exceedingly doubtful. The re- 
quirement of legislative sanction (two-thirds affirmative vote of 
each branch) gives such an equalization unnecessary political sig- 
nificance, and may prove in the future an effective bar to further 
changes in these rates. These objections — inelastic yield, rigid 
rates and legislative control over the rates — have been encoun- 
tered in Minnesota.* Together they constitute a strong case 
against this system of corporate taxation. 

On the other hand, the system of franchise taxes which was in- 
troduced by the amendment of 1910 has presented very serious 
administrative problems, toward the solution of which the board 
has up to the present (1917) made little progress. The legislature 
shares the responsibility here because of its blunder in prescribing 
the powers of the board. Entirely inadequate provision was made 
originally for securing the information requisite to proper fran- 
chise valuation. This oversight was corrected in 1913 and the 
board now possesses ample authority to compel the production of 
any data desired and to reassess any franchise valuations which 
have been ruled out by the courts.’ The law lays down no pro- 
cedure for franchise valuation though the courts have often ruled 
that the value of the franchise is equal to the “‘ corporate excess.”’ 4 


1 A stock and bond valuation of public utilities was made for the special tax com- 
mission of 1917, in which it was found that the utilities are just now bearing a 
slightly higher rate of ad valorem tax than the average state rate on general prop- 
erty. The commission felt, however, that no reduction in the gross earnings rates 
was called for since this excess did not offset the advantage which the utilities had 
been shown to enjoy in the investigations of 1913 and 1915. Report, pp. 50, 51. 

2 Cf. below, pp. 411-413. 

3 Laws of California, 1913, ch. 320. State Board of Equalization, Report, 1914, 
Deel Ost 7 

4 Spring Valley Water Works v. Schottler, 62 Calif. 69. Cf. Report of the Commis- 
sion on Revenue and Taxation of California, 1906, pp. 267, 268, and Plehn, ‘‘ The 
Taxation of Franchises in California,’ National Municipal Review, 1, pp. 337-354- 
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The board has been groping amid the problems of franchise 
valuation and its results are admittedly only rough approxi- 
mations.! 

The special tax commission made a very thorough study of the 
operation of this part of the tax system also, and prepared tables 
which revealed wide differences in the ratio of franchise tax to 
gross and net receipts.? After six years the board of equalization 
has made no headway toward an adequate classification of the 
corporations subject to the franchise tax. The result of the pres- 
ent methods of assessment has been to increase the proportionate 
burden of the smaller companies and to distribute the tax burden 
very inequitably among different classes of corporations. 

The outcome of these six years of corporate taxation under the 
amendment of 1910 seems therefore to be a very unsatisfactory 
equalization of assessments and distribution of the tax burden. 
This burden is not properly distributed to those corporations sub- 
ject to the franchise tax; the legislative adjustment of the rates 
on gross earnings is a very rough mode of equalization between the 
utilities and other corporations; and no provision exists for an 
equalization between corporate and other property because of the 
lack of central control over the local assessments of general prop- 
erty. The elimination of this control over local assessments which 
was involved in the separation of the sources of revenue has had 
very unfortunate results. From every investigator, and from the 
board itself, comes the testimony that these assessments are very 
unequal and discriminatory. Some means must be provided of 
bringing local assessments to a fairly uniform basis before any 
thorough readjustment between corporate and other property can 
occur. The state’s revenue crisis makes this equalization very nec- 
essary for it is evident that some one must pay more taxes, and 
The board recently defeated an effort to legislate a fixed rule of franchise valuation. 
Report, 1914, pp. 16, 17. 

1 Cf. the discussion of California tax problems at the Washington tax confer- 
ence, Taxation in Washington, 1914, pp. 116-124; and at the National Tax Con- 
ference, 1914, Proceedings, pp. 105-107. 

2 Report of the California State Tax Commission, 1917, pp. 54-57- 

3 Cf. ibid., pp. 250-253. This view was expressed by various speakers at the 


National Tax Conference of 1915. Cf. Proceedings, pp. 48, 64. Cf. also California 
Tax Association, The Tax Problem in California. 
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distribution of the increase cannot justly be made until the tax 
system has been thoroughly overhauled and more effective pro- 
visions introduced for securing elasticity of revenue and equality 
of tax burden among various classes of taxpayers.! 

The revenue emergency has brought a prompt response. The 
problem was first attacked by the State Tax Association, an un- 
official organization called into existence by the critical condition 
of the public finances. The bulletins published by this association 
criticized not only the taxation of corporations, but the whole plan 
introduced by the amendment of 1910. It demonstrated also that 
separation of sources had stimulated local extravagance and that 
the promised reduction of tax rates for local purposes had not 
materialized.? Moreover, separation of sources had not prevented 
local inequalities though it had promoted indifference to state 
expenditures. The state board of equalization had faced the 
problem of revenue shortage in its report of 1914 and had dis- 
cussed the various possible new sources of revenue.‘ It did not, 
however, go to the root of the matter as did the tax association, 
which recommended a sweeping reorganization of the tax system. 
Among the specific suggestions advanced by this association were 
the establishment of a state tax commission with strong supervi- 
sory powers over the local assessor, a full value assessment with 
limitation of the tax rates, provisions for greater elasticity in the 
state revenues and a more adequate equalization of tax burden 
between the properties taxed under different systems.° 

The new special tax commission created in 1915 ° has just 

1 Controller of California, Report, 1914, pp. 11-18. 


2 Cf. especially the bulletin, The Tax Problems of California, February, 1915. 
The San Francisco tax rates have been: 


1908-09 State and Local...... $1.90 1912-13 Local only....... $2.05 
tgog-10  ““ EP SAE 1.96 1913-14 “ ipmowend 2.20 
igto-1r “ “ Go Peeing 2.00 1o14-15 * ars OE, 2.25 
Tor1—12 Local only.......... 2,00 


California Tax Association, 7b7d., p. 4. 

3 Cf. Bullock, ‘‘ The Separation of State and Local Revenues,” Quart. Jour. of 
Econ., xxiv, pp. 437-458. These criticisms of separation from California are a 
significant confirmation of Professor Bullock’s objections to the plan. 

4 California State Board of Equalization, Report, 1914, pp. 32-58. 

5 California Tax Association, The Tax Problem in California. 

6 Established by Laws of California, 1915, ch. 194. 
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issued its final report, and again the amendment of 1g1o has re- 
ceived very severe criticism. Many of the conclusions reached by 
the state tax association were repeated in this report. The docu- 
ment is too long to be reviewed here, but the chief impression 
from reading it is that the California revenue system should go 
into the melting pot. The recommendations embody proposals for 
this general reorganization of the tax system and for a stronger 
central administration of the new laws.1 


STATE BoarRDS OF EQUALIZATION AND ASSESSMENT IN 
NEW JERSEY 


During the first half of the nineteenth century the specific prop- 
erty taxes which had constituted the fiscal system of New Jersey 
during the colonial period had been expanding into the fully de- 
veloped general property tax, an evolution which was completed 
in 1851.2. The administrative organization throughout this 
development was highly decentralized. A direct state tax had 
been apportioned among the counties since colonial times, and 
in the absence of equalization competitive undervaluation had 
flourished. Even themachinery for local equalization came slowly. 
A county board of equalization was provided for Mercer county in 
1846 and for Hudson county in 1873, but the other counties re- 
mained without such boards until 1883. State equalization was 
proposed by the governor in 1851 * but the suggestion was un- 
heeded and the increasing confusion of the tax system led to a 
series of special commissions of investigation. The first of these, 
reporting in 1868, failed to sense the fundamental difficulty ® and 

1 Report of the State Tax Commission of California, 1917. This report is reviewed 
in the Bulletin of the National Tax Association, ii, pp. 205, 206. 

The board of equalization anticipated the conclusions of the special tax com- 
mission, in its report of 1916, by a weak defense of the present tax system. The 
new tax system — that of 1910 — was said to be “a fine revenue producer,” it was 
““ working smoothly,” “ conditions were satisfactory,” and ‘‘ business had become 
adjusted to it.” Report, pp. 13-15. 

2 Laws of New Jersey, 1851, p. 271. This evolution is traced by Mathews, 
“Tax Administration in New Jersey,” Jour. of Pol. Econ., xx, pp. 716-737. 

3 Laws of New Jersey, 1846, p. 46; 1873, ch. 697; 1883, ch. 144. 

4 Mathews, loc. cit., p. 729. 


> These reports are reviewed by Chapman, op. cit., pp. 506,507. They have 
not been available to the writer. 
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recommended increasing the severity of the assessor’s oath. A 
state board of equalization was proposed by the commission 
of 1879 and again by the commission of 1890; it was finally 
established in 1801. 

Meantime administrative centralization was proceeding in the 
field of corporate taxation. The usual order of development was 
reversed in New Jersey and state corporation assessment ante- 
dated state equalization by some years, but not because of the 
greater need of the former. The administration of the taxes on 
corporations will accordingly be taken up first in this review. 

State Administration of Corporation Taxes — The State Board of 
Assessors. — During the early period of railroad building in New 
Jersey it had been the practice to incorporate railroad companies 
by special act and to include the tax provisions in the separate 
charters. Railroads were brought under the general property tax 
in 1851 and continued to be taxed by that system until 1873. In 
this year the policy of separating the main stem from the other 
railroad property was introduced.! The latter was to be taxed for 
local purpose at one per cent of the assessed value; the former 
was to be taxed for state purposes on the “‘ cost, equipment, and 
appendages ”’ at such rate as had been fixed, or in default of such 
a rate, at one-half per cent. A railroad commissioner was pro- 
vided who was to assess the property used for railroad purposes 
once in three years. In 1876 the basis of assessment of the main 
stem was changed to “ true value,” for the determination of 
which a board of railroad commissioners was created.? In 1884 
the law was rewritten and the foundations of the present system 
were laid. 

The act of 1884 applied to railroad and canal property, which 
was arranged for purposes of taxation into four classes: * 

I. Main stem, including the roadbed and right of way for a total of 100 
feet (for waterways it included the towpath and berme bank). 

II. Real estate used for railway and canal purposes, other than the main 
stem. 


III. Tangible personal property. 
IV. Franchise. 


1 Laws of New Jersey, 1873, ch. 450. 
2 Tbid., 1876, ch. rot. 3 Thid., 1884, ch. ror. 
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By an amendment of 1888 the title of the fourth class was changed 
to ‘‘the remaining property including the franchise.”! These 
four classes of property were to be valued by the state board of 
assessors, a new administrative board established by the act, 
composed of four members appointed by the governor with the 
approval of the senate. The state tax of one-half per cent was to 
be levied on the valuation as determined by the state assessors 
and in addition the local taxeswere to be imposed on the property 
of class II, though in no case was the total rate on this class to 
exceed 13 per cent. The board of assessors was also placed in 
charge of the franchise taxes laid upon the stocks of other corpora- 
tions in 1884, and some additional duties were added later. 

The short time available for making the first valuation led the 
board to take advantage of the authorization to make a survey of 
the properties if dissatisfied with the results otherwise obtained.? 
This expedient doubtless influenced the board’s subsequent 
method, which has been that of physical valuation supplemented 
rather inadequately by data relative to earning capacity. The 
valuations were vigorously contested by the corporations in com- 
plaints before the board sitting in review of its own assessments 
and before the courts. The law and the board’s methods were 
both sustained in the judicial reviews.? The complaints to the 
board may be arranged in four classes, as follows: ‘ 

1. Complaints that corporate property had been overvalued in 
comparison with other property. Special attention was given to 
such appeals and efforts were made to equalize the property in 
class II to the same proportion of full value as the property locally 
assessed.° In the absence of adequate means for ascertaining the 
basis of local assessments, however, this equalization could not 
have been properly made. A long struggle has been waged 
between the taxing districts, especially the cities, and the corpo- 
rate interests over the question of relative tax burden. The board 
of assessors was originally of the opinion that the railroads were 

1 Laws of New Jersey, 1888, ch. 208. 
2 Tbid., 1884, ch. tor, § 20. 
* Central Railroad of New Jersey v. State Board of Assessors, 19 Vroom, 146. 


“ New Jersey State Board of Assessors, Report, 1884, pp. 22 ff. 
> [bid., 1886, pp. 33 ff. 
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paying proportionally more taxes than any other class of prop- 
erty in the state but this view has not been generally accepted. 
On the contrary, much of the later agitation over tax reform was 
inspired by the desire to increase the railroad taxes. 

2. Exemptions were claimed under former contracts with the 
state, especially the older corporate charters. The board claimed 
the power to determine whether any property was by contract 
beyond the power of the state to tax and it held that all property 
was taxable in the absence of court decisions rendering it exempt. 

3. Complaints that the act was unconstitutional. These were 
referred in toto to the courts where the law was fully upheld. 

4. Improper valuation of the franchise. This line of objection 
formed the last stand of the corporations in contesting the appli- 
cability of the act. In the leading case the board gave its rule for 
franchise valuation, which may be summarized as follows: ? 
Deduct the total value of the tangible corporate property from the 
total value of the stocks and bonds, and take 60 per cent of the 
remainder as the value of the franchise. If the tangible property 
exceed the value of the stocks and bonds, 20 per cent of the gross 
earnings should be taken as the value of the franchise. The court 
refused to express an opinion upon the board’s formula for fran- 
chise valuation, declaring that its only concern was whether the 
property, including the franchise, had been put at its true value. 
It added: 


. . there is a salable value in railroads that carry on a profitable busi- 
ness that is far beyond the naked value of the real and tangible property 
used for railroad purposes, . . . and it does no harm to anyone to call such 
additional value, or some part of it, the franchise. 


The court’s impatience with matters of definition and method is 
hardly in keeping with its concern that these corporations be 
taxed upon their whole taxable capacity. As many commissions 
have since learned, the proper appraisal of the “ salable value ” 
of prosperous railroads in excess of the tangible property is by no 

1 Cf. Report of the Special Tax Commission of New Jersey, 1897, pp. 12, 64. Also, 
ibid., 1905, p. 117. Cf. also New Jersey State Board of Assessors, Report, 1884, 


Pp. 42. 
2 19 Vroom, 146; also, 21 Vroom, 1, and New Jersey State Board of Assessors, 


Report, 1886, pp. 8,9. 
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means an easy matter and questions of method of valuation have 
become of the greatest importance. The amendment of 1888 
lessened the significance of the franchise as such but it did not 
lighten the task of valuing the property in Class IV. 

Central administration of railroad taxes so increased their yield 
that the direct state tax was abolished after 1884, except for 
school purposes.! In order to increase their sources of revenue, the 
cities possessing the immense terminal facilities secured, in 1897, 
a relinquishment of the taxes on second class property to the dis- 
tricts wherein this property was located.? In 1906 the assessment 
of second class property was transferred to the local assessors but 
the act was held unconstitutional and the legislature ordered the 
board of assessors to reassess such property for 1906 and 1907.8 
This brief attempt at administrative decentralization was thus 
checked before it really became effective but there can be little 
question of the greater fitness of the state board for the task of 
valuation, even though it may be conceded that a part or the 
whole of the taxes on property of a definitely localized character 
should be surrendered to the local units. At this time also the 
rate applied to Classes I, III, and 1V was changed from one-half 
per cent to the average rate for the state.> This increased the 
receipts materially but the excess above one-half per cent was 
devoted to the public schools. Notwithstanding these modifica- 
tions the feeling continued that these corporations were inade- 
quately taxed and in 1gog the legislature created a special 
commission to reappraise all railroad and canal property at its 
true value. This commission, which reported in 1911, advanced 
the valuations materially as the following comparative figures for 
the assessment of 1910 and the revaluation of 1911 show: ? 

1 Report of the Special Tax Commission of New Jersey, 1905, p. 32. 

2 Laws of New Jersey, 1897, ch. 69. Also, Report of the Special Tax Commis- 
sion of New Jersey, 1897, pp. 5, 13-15. 

3 The special tax commission of 1905 proposed to retain central assessment 
though it favored local distribution of the taxes on classes II and III. 

4 Cf. below, ch. 8, on the policy of Wisconsin. 

5 Laws of New Jersey, 1906, ch. 82. 

5 New Jersey State Board of Assessors, Report, 1908, Part I, p. 9. 


7 C. F. Hansel, Report on the Revaluation of Railroads and Canals in New Jersey, 
p. 168. 
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COMPARISON OF RAILROAD VALUATION BY BOARD OF ASSESSORS AND REVALUATION 
COMMISSION (MILLIONS) 


Class I Class II Class ih Class IV 
Tangible Other prop- 
Ness Main stem Other real personal erty feeluds sale 
estate property | ing franchise 
Assessment I910.....| $130.2 $73.6 $31.3 $51.6 $286.5 
Revaluation rorr..... T3O.0 89.7 76.1 76.9 374.8 
HMCKEASES sae Sos 4, es 1.9 16.1 44.9 DSR 88.2 


The comparison indicates that the state assessors had been most 
effective in their assessment of the main stem, the valuation of 
which was increased less than $2,000,000 in the special appraisal. 
On the other hand, the heavy increases made especially in 
Classes III and IV reveal the weakness of the methods formerly 
pursued. The state assessors are here seen to be following the 
trail of the local assessors by attaining a much higher percentage 
of full value in the case of real estate than in the case of personal 
and intangible property. One explanation of this fact is to be 
found in the inadequate character of the reports required from the 
corporations. Their inadequacy is clearly seen from the following 
criticisms offered by the valuation commission: ! 

The state does not require the railroads to furnish statements of car 
miles, or of the time that rolling stock equipment is in the state. . . . 

Reports are made to the comptroller under an ancient act of 1852, 
amended in 1873. This act calls for a brief statement of income under three 
headings: “‘ Passenger,” “ Freight,” and ‘‘ Other Sources ”’; also for a state- 
ment of expenditures under the titles: “ Repairs,” ‘“‘ Maintenance of Way,” 
“ Motive Power,” and ‘‘ Contingencies.” 

There is no analysis of these reports, and there is no means of knowing 
whether betterments and additions are included in ‘“‘ Expenditures.” 


Since all of the railroad systems are interstate roads, there is nothing to 
show what the earnings and expenses are in the state. 


These data are in sharp contrast to the detailed physical survey of 
Class I, which had been made by a thoroughly organized engineer- 
ing staff and there is little wonder that the results obtained from 
methods so antiquated have been keenly criticized. For the 


1 C.F. Hansel, Report on the Revaluation of Railroads and Canals in New Jersey, 
pp. 169, 170. 
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appraisal of Class IV the special commission employed the for- 
mula developed by Professor H. C. Adams in the Michigan rail- 
road appraisal of 1901, with some modifications chief of which 
was the allowance of 54 per cent instead of 4 per cent on the 
investment.! 

The state board of assessors has also been required to admin- 
ister various other corporation taxes which have been added from 
time to time. In 1884 a franchise tax was imposed upon the stock 
of corporations organized under New Jersey laws.? The example 
set by the New York special franchise tax was followed in 1900 in 
an act levying a tax on the gross receipts of all corporations 
occupying or making use of the streets and public highways. The 
proceeds of this tax were to be distributed among the taxing dis- 
tricts in proportion to the value of the property located in or upon 
the highways of each district. Since the amount of tax appor- 
tioned to any district was made dependent upon the local valua- 
tion of corporate property, it was necessary for the state assessors 
to equalize and revise the local assessments of special franchises. 
This was really a conflict of jurisdiction with the board of equali- 
zation, but neither state board was able to influence materially 
the course of local assessments. The logical amalgamation oc- 
curred in 1915, when the state board of assessors was combined 
with the state board of equalization.® 

State Board of Taxation. — Proposals for a state board of 
equalization in New Jersey date at least to 1851, as has been 
shown above.‘ The special tax commission of 1880 had suggested 
that the county assessors which it proposed to create be consti- 
tuted a state board of equalization.®> This device, which was not 
adopted, would have been practically worthless as experience has 
conclusively condemned the ex officio board. The special tax com- 
mission of 1890 renewed the proposal for state equalization and in 
1891 the state board of taxation was established “ for the equali- 

1 Hansel, op. cit., pp. 43-61. 

2 New Jersey State Board of Assessors, Report, 1884, p. 9. 

3 Laws of New Jersey, 1915, ch. 244. This had been recommended by the 
special commission of 1912. Cf. Report, pp. 30-42. 


4 Cf. above, pp. 100, tor. 
5 Chapman, of. cit., pp. 55-57. 


BOARDS OF EQUALIZATION AND ASSESSMENT 107 


zation, revision and enforcement of taxation.” ! This board was 
composed of three members appointed by the governor for five 
years at a salary of $2,500. The number was increased to four in 
1894, of whom not more than two were to be appointed from any 
one party. In 1905 the law was rewritten and the state board of 
taxation was supplanted by the board for the equalization of taxes.” 

The state board of taxation was given the usual powers of call- 
ing witnesses, compelling the production of books and papers, 
and taking testimony under oath. It was empowered to review 
and correct, by reduction, any local assessment upon verified and 
sworn complaint of grievance; and, in its discretion, to order the 
assessors to value land and improvements separately. It was 
also required to investigate the methods adopted by the local 
assessors in the assessment of real and personal property, to ex- 
amine cases of alleged evasion, and to make to the legislature such 
recommendations as should appear to be proper. 

The practices and influences typical of decentralized conditions 
were found to be prevalent among the local assessors who had 
been copying the rolls of former years, failing to make adequate 
study of the properties in their districts, and yielding in various 
ways to local influences. Similarly, the county boards of review, 
composed of the assessors acting as a body, were often divided by 
politics, by local jealousies, and by the dishonesty of some asses- 
sors. Their reviews were hasty and inefficient and the practice of 
reducing every valuation appealed was common.’ On the other 
hand the tax law was confused and uncertain, there was great 
diversity of procedure in different counties, and the local tax rates 
revealed extreme variations in the basis of assessment. From 


1 Laws of New Jersey, 1891, ch. 114. 

2 Thid., 1894, ch. 271; ibid., 1905, ch. 67. 

3 New Jersey State Board of Taxation, Report, 1891, p. 13. Unlawful coalitions 
of assessors were often formed for the purpose of securing a majority on the county 
boards and approving improper lists. It was a usual thing for the assessors to 
prepare several lists and submit the lowest that the board would accept. Cf. 21 
Vroom, so —a case in which eight out of nine assessors reported lower values than 
the totals of their duplicates, while the township of the ninth assessor was increased 
by the board, over the protests of this assessor and in violation of law. 

4 In 1890 the tax rates had ranged from $0.74 to $4.70. New Jersey State 
Board of Taxation, Report, 1891, pp. 16-19. 
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every point of view there was sore need of a central authority with 
sufficient power to reduce these confused and disorganized parts 
to some semblance of order. Though no tax for state purposes had 
been levied since 1884 the system of redistributing that portion of 
the state school tax known as the ‘‘ Reserve Fund,” amounting to 
ro per cent of the total, was provocative of the same spirit of com- 
petitive undervaluation as the direct state tax had produced in 
other states.! Public sentiment approved the sharp practices of 
the assessors and even demanded them. One newspaper in the 
state remarked, after an assessor had done his duty, “‘ We want an 
assessor who is sharp enough to take care of his constituents.” ? 

The state board of taxation was created primarily to introduce 
greater equality in the assessment of property, but the powers 
given it were really very inadequate to secure this end. Its only 
opportunity of action was through the appeals which might be 
brought before it. There was no authority to initiate action or 
even inquiry into conditions. 

The appeals were of three principal classes.*? The first and most 
important class consisted of those appeals brought by one or more 
taxing districts against another or others in the same county. The 
method developed for dealing with such cases was thus described 
In 180Ro> 

Multiply the assessed valuation of each district by the amount of per- 
centage less true value, which each taxing district has been assessed, thus 
giving the corrected valuation, or true value of each district; add these and 
divide by the sum total of county and State school tax each district was 
required to raise under the valuation as actually assessed; the result, mul- 


tiplied by the corrected or increased valuations, will give the equalized or 
just amount of county and State school tax required of each district. 


1 Cf. History of the school funds in New Jersey State Board of Taxation, Re- 
port, 1893, pp. 41-56. The state charged five dollars for each child of school age 
and spread the total over the assessed value of property. Of this tax 90 per cent 
was returned at once to the district that paid it and the remaining 1o per cent, 
known as the “ Reserve Fund,” was apportioned “‘ equitably and justly” by the 
state board of education. The undervalued counties contributed less to the total 
and the methods of apportionment used by the board of education often favored 
these counties in the distribution of the reserve. 

? Ibid., 1891, p. 18. 

5 Tbid., p. 68. 

4 Tbid., p. 60. 
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This procedure was further described and the method of compiling 
the data more fully detailed in a set of instructions which was is- 
sued to the tax districts in 1896, relative to the manner of making 
an appeal to the board.! After outlining the formal steps in the 
process of appeal, the localities were instructed to verify the fig- 
ures of assessed value and apportioned tax and then to ascertain 

. . the percentage of valuation which the amount of property returned 
by the assessor of each taxing district, as shown by the duplicate, bears to 
the true value of all the property of each district. . . . this percentage is 


easily and readily shown by a comparison of the assessed valuation of in- 
dividual pieces of property with their ascertained or cash value. 


No intimation is given of the weight that the board would 
attach to data thus prepared by the complainant districts. The 
use of such careful instructions suggests that data compiled in 
accordance with them would have been accepted, with a possible 
verification to eliminate errors of a clerical sort. The slight regard 
entertained by the board for the difficulties encountered in pre- 
paring accurate percentages of assessed to true value lends sup- 
port to this view but the experience of Wisconsin and some other 
states has shown that the compilation of satisfactory ratios has 
been by no means an easy matter. 

Notwithstanding possible defects in the preparation of ratios, 
the equalizations effected through these appeals promoted some- 
what greater equality of tax burden than had previously pre- 
vailed. The board fortunately took vigorous action in an early 
appeal case and the moral effect was felt throughout the state. In 
this case Camden county was increased in 1891 by $4,809,661, or 
about 17 per cent, and the board stated that its action had broken 
up almost completely, in nearly every county, the vicious and 
fraudulent practice of undervaluation.* This sweeping assertion is 
unconvincing, but the improvement is evidenced by the appor- 
tionments of the ‘‘ Reserve Fund.” In 1892 an excess of $9,373 
was distributed to two counties, whereas in 1891, five counties had 
been beneficiaries to the extent of $24,495.4 

1 New Jersey State Board of Taxation, Report, 1896, pp. 143, 144. 

2 Cf. below, ch. 8. 


3 New Jersey State Board of Taxation, Report, 1891, p. 42; ibid., 1892, p. 16. 
4 Tbid., 1892, pp. 74-76. 
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On the other hand, it is doubtful if the general level of assess- 
ments was greatly affected by the appeal of one district against 
another. The board’s statements were somewhat contradictory. 
In 1897 it admitted that the state was not then assessed, on the 
average, at 65 per cent of full value.!. Two years later a list was 
published containing eleven counties in which, with certain excep- 
tions, all property was said to be assessed at full value.? Seven of 
the eleven counties were mainly agricultural, three were partly 
seashore and partly agricultural, and one was largely urban. This 
showing loses most of its point when the character of the excep- 
tions is considered. These included most of the cities, leaving 
only the agricultural and summer resort property for which full 
value was really claimed. Farm lands have usually been better 
assessed than city real estate, and the seashore properties, espe- 
cially when owned by non-residents, were likely to be fully 
assessed. Further, there is no assurance that the assessment of 
personal property was uniform even in the purely agricultural 
counties. In such counties, in which the prevailing forms of 
wealth are of the same general character, there should be a fairly 
uniform relation of the value of the personal property to the value 
of the real property; at least, there should not be wide variations, 
and if these are found they form presumptive evidence of inequal- 
ity of assessment. Excluding such portions of the agricultural 
counties as were admitted to be underassessed, the percentage of 
personal to total assessment varied from 22.9 per cent to 35.3 per 
cent, entirely too wide a range to substantiate the claim of uni- 
form assessment of all personal property in these counties. The 
board attempted to explain the low assessment of personal prop- 
erty by referring to the large amount of exempt personalty, and 
even asserted that as much as go per cent of this class had been 
exempted.* No data were presented to support this estimate and 
itis entirely too high to accept without strong substantiating evi- 
dence. The explanation is unsatisfactory, also, without proof 
that there were considerable variations in the proportion of 
exempt to total personalty in different counties. 


1 New Jersey State Board of Taxation, Report, 1897, p. 4o. 
2 Tbid., 1890, pp. 35 ff. 3 [bid., 1900, p. 17. 
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Equalization by appeal had the further difficulty of being con- 
fined to the districts of a county, and previous to 1898 there was no 
way of adjusting grievances between counties. In that year coun- 
ties were given the right to appeal against other districts or coun- 
ties which were practicing undervaluation.! An early case under 
this act illustrates the method used in dealing with such appeals.” 
Somerset county appealed against Ocean county and the board 
conducted a review of the latter. It held that substantially all of 
the property in Ocean county had been listed and had been valued 
at substantially full value. This decision was based partly upon 
the testimony of the assessors, who were at best prejudiced wit- 
nesses since an admission of undervaluation would have been a 
confession of official misconduct. Moreover, if valuations were 
raised, the county stood to lose a part or all of the $53,000 which 
it was then receiving from the school fund. The board also col- 
lected some information through a personal inspection of some 
of the property in the county, though there is no statement of the 
proportion of the total that was viewed in this sampling process. 
And finally, the board relied upon the fact that the assessment of 
Ocean county had been largely increased over the preceding year, 
a fact that was of no value whatever to prove either that all prop- 
erty had been listed or that it had been assessed at full value in 
1898.’ On the contrary, it had been brought out in an appeal from 
the town of Beach Haven in Ocean county, in 1896, that the town 
assessors, with the approval of the borough council, had used 333 
per cent as the basis of assessment and the twenty-three appel- 
lants in this case were aggrieved at being assessed somewhat 
higher. The board was convinced of the soundness of their claims, 
but left them im statu quo since part of the taxes levied on the 
original assessments had already been paid.* It is exceedingly 
doubtful if all assessments had been advanced from this level to 
roo per cent of full value in two years. 

Further evidence against the assertion that full value had been 
attained anywhere in the state was produced by the special com- 


1 Laws of New Jersey, 1898, ch. 63. 
2 New Jersey State Board of Taxation, Report, 1898, p. 21. 
3 [bid. 4 [bid., 1896, pp. 39, 40. 


112 THE STATE TAX COMMISSION 


mission appointed by Governor Griggs in 1897 to investigate the 
cities’ complaint that the railroads were not being sufficiently 
taxed. This commission found that railroad real estate was as- 
sessed at full value, but that all other taxable real estate was 
assessed at 50 per cent to 65 per cent of full value, while almost 
all personal property (except that of railroads) escaped taxation, 
“‘ and little official effort seemed made to reach it.” On the aver- 
age personal property was said to be assessed at about 20 per cent 
of full value.! 

The second class of appeals before the board involved the 
assessment of the property of an individual or a corporation above 
its true value. Since the board had from the beginning possessed 
the power to review and reduce individual assessments when 
overvalued, these cases never occasioned serious difficulty.’ 

The third class of appeals included complaints from individuals 
and corporations that they had been assessed, not above full 
value, but above the average of other property in the same dis- 
trict. Previous to 1891 there had been no remedy for this griev- 
ance, since the courts had held in numerous cases that relative 
over-assessment constituted no valid ground for judicial relief as 
long as the property of the complainant was not absolutely over- 
valued.t The board soon discovered that in order to deal ade- 
quately with this class of cases the power to raise individual 
assessments was essential if the correction were not always to 
counteract other efforts toward full valuation.> After much urg- 
ing the legislature amended the law in this particular in 1894, but 
the board never made more than a very conservative use of the 
additional authority. 

The cause of proper equalization in New Jersey has been greatly 
delayed by the curious restriction of the board’s jurisdiction to 
appeal cases. Governor Stokes, in his inaugural message of 1904, 


1 Report of the Special Tax Commission of New Jersey, 1897, p. 64, especially 
the minority report of Mr. Black, who had served on the State Board of Taxation. 

2 New Jersey State Board of Taxation, Report, 1891, p. 68. 

3 Tbid. 

4 Tbid., also, 21 Vroom, So. 

° New Jersey State Board of Taxation, Report, 1891, pp. 68, 71, 72; also, ibid., 
1894, Pp. 22. 
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declared that competitive undervaluation still existed notwith- 
standing the fact that the number of counties receiving more from 
the school fund than they contributed had been lessened during 
the board’s existence.! His suggestion for dealing with the prob- 
lem was an “‘ equalization court.” The form of the suggestion was 
unfortunate, for the idea of a court had been at the bottom of 
much of the mischief in the past. The board itself confessed some- 
what ruefully that it had become much more of a judicial than an 
administrative body and admitted its virtual failure in duties of 
the latter sort.? Considering the nature of its authority such a 
result is not strange, though it is regrettable, for the process of 
equalization is essentially administrative in character and de- 
mands above all the exercise of initiative. This restriction of the 
board’s authority has confined action to the most intolerable 
cases. The board endeavored to make the procedure of appeal 
as simple and as free from technicalities as possible and en- 
couraged resort to.it by appointing sessions to be held in each 
county. 

The original act provided that the board, at its discretion, might 
order the assessor to separate the assessment of lands and im- 
provements as a means of bettering the assessment of real prop- 
erty. Such a rule was promulgated in March, 1892, for all cities 
of the first and second classes, some twelve in number.’ In 1903 
seven of these cities had not yet begun to separate lands and im- 
provements, ‘‘ there always being some reason why it could not 
conveniently be done in those places.” * The weakness of the 
board is nowhere better illustrated. Instead of enforcing a rule 
which it was especially authorized to adopt, the legislature 
was asked to enact the rule into law. It was not yet in 
universal use in 1914.° The desultory and dilatory policy, of 
which this episode is an example, was due primarily to the peculiar 
limitations upon the board’s authority. It was due also to the 
fact that the pioneer educational work had been, in New Jersey, 
as elsewhere, a slow and difficult task. Credit should be given the 

1 Legislative Documents, 1904, i, pp. 10-12. 
2 New Jersey State Board of Taxation, Report, 1897, p. 9. 


3 Tbid., 1892, pp. 25, 20. MMipth, Woyek 1h, He) 
5 New Jersey State Board of Equalization, Report, 1914, pp. 21, 22. 
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board for demonstrating the serious inequality of the old system 
and for effecting considerable improvement over the earlier 
conditions. 

The demand for a more efficient administrative control of the 
tax system was whetted both by the things accomplished and 
those left undone. The first step was the creation of a special 
investigating commission in 1904 with instructions to “‘ investi- 
gate the whole subject of the assessment and taxation of property 
in this state, real, personal,and corporate.”’ Though these instruc- 
tions covered the entire field, attention was directed chiefly to 
railroad and canal taxation because of the general interest in this 
particular topic.! The wide differences between the standards of 
the local assessors and those of the state board of assessors ren- 
dered imperative an extension of central authority over the local 
assessment process and to this end the reorganization of the state 
board of taxation was recommended.? Instead of investing the 
new board with the formal characteristics of a court, as Governor 
Stokes had suggested, the special commission advised that it 
should be organized as a board or commission with more effective 
executive powers.’ The law was accordingly rewritten and a new 
“ State Board of Equalization of Taxes ”’ was established.4 It was 
composed of five members, to be chosen for five years by the 
governor with the consent of the senate. The president of the 
board, who was to be a counsellor-at-law, was to receive an annual 
salary of $5000, and each of the associates $3500. 

The State Board of Equalization of Taxes. —'The powers and 
duties of the new board were chiefly corrective and supervisory in 
character, despite the changes in the law. The official title to the 
contrary notwithstanding, no direct equalization was to be per- 
formed among districts or classes of property; nor was the board 
given power of original assessment over any classes of property. 
Equalization between districts or counties was to be conducted 
upon appeal. The board was further required to investigate the 
methods of the assessors, to furnish information to them, and to 


1 Report of the Special Tax Commission of New Jersey, 1905, pp. 3, 4. 
® [bid., p. 35. * [bid., pp. 34, 35. 
4 Laws of New Jersey, 1905, ch. 67. 
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recommend such new legislation as would diminish the evasion of 
taxes or effect other improvements. The most significant super- 
visory authority was that of ordering or conducting a reassess- 
ment whenever such action appeared necessary. Careful attention 
was also to be given to all appeals from individual taxpayers. 

These increased powers have been an invigorating tonic, under 
the effects of which a much more vigorous policy has been pursued 
than was possible for the former board. The improvement is 
shown in the rapid advance of the assessments since 1905, pre- 
sented in the following table: } 


ASSESSMENT OF REAL AND PERSONAL PROPERTY, EXCLUSIVE OF SECOND-CLASS 


RAILROAD PROPERTY (MILLIONS) 
Percentage, 


Year ; Real Personal personal to total 
LOOSE Oy eee, EE POOOLE $162.1 13.9 
EQOO cei malee okie een opts toms 9 O00: 208.4 13.3 
FOOSE: Mae tuoi exeraseores, oly SOOe4! 223.4 12.4 
TOLOmac see coe ae hotest TG Ocd 271.9 13/2 
TOUS sets is alee ce ee sacs -L;OOOLO 297.0 13.5 
LOLA cede ei pools ord ee acho oe BLOOALT, 293.8 T2238 


These results are strikingly similar to those found elsewhere 
under the general property tax. The total assessment of both 
personal and real property has increased but the proportion 
between the two has remained virtually constant. With its 
broader powers the board has been incapable of unearthing 
the hidden wealth of the state under the rule of uniform taxa- 
tion. The board has been under no delusion regarding the situa- 
tion, and it has consistently advocated the modification of the tax 
laws relating to personal property, though thus far without suc- 
cess. In 1910 it remarked that the returns of personalty were 
“ suggestive rather of the amount that evaded the assessor than 
of the amounts that they found,” and it pertinently added that 
the situation was far more apparent than any effective remedy to 
cure it.2, The board’s remedy was a classified property tax, or — 
a less desirable alternative — more stringent rules for the listing 
of such property. 

1 From the annual reports of the State Board of Equalization. 

2 New Jersey State Board of Equalization, Report, 1910, pp. 18, 19; ibid., 1911, 
pp. 20, 21. 
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It has been more successful, however, in securing legislation 
along the line of the second alternative. A law of 1913 ordered 
that tax maps be completed for the entire state within five years. ! 
In 1914 two laws were passed affecting the assessment of personal 
property but they were not sufficiently broad in scope to afford 
great relief. The first permitted deduction of debts from intangi- 
bles only instead of from all property.? The deductions claimed 
shrank from $5,403,521 in 1913 to $1,030,421 in 1914.5 The second 
required bank and trust company stocks to be assessed to the 
owner at true value, as determined by deducting the assessed 
value of the real estate from the combined capital, surplus, and 
undivided profits, instead of being assessed at the owner’s esti- 
mate. The bank officials might covenant to assume the taxes in 
which case they were to be exempt in the hands of the owner. A 
special tax rate of three-fourths per cent was provided for this 
class of property. These changes increased the assessment of 
bank stocks from $9,727,596 in 1913 to $94,173,459 in 1914.5 

In its task of supervision the board was materially assisted by 
the new county boards which had been established in 1906.6 
These boards consist of three pérsons in each county, appointed 
by the governor. They inspect the work of the assessors and 
have been of especial assistance in the valuation of large manu- 
facturing plants and mercantile establishments. Much of the 
credit for the marked improvement in the basis of assessment 
must be given to these county boards, and their efficiency is a 
strong argument for a connecting link of this sort between the 
state and the local officials. After complaint from the county 
board and a hearing, the state board now has power to remove any 
assessor found guilty of neglect or refusal to comply with the tax 
laws.” 

1 Laws of New Jersey, 1913, ch. 175. 2 [bid., 1914, ch. rot. 

3 New Jersey State Board of Equalization, Report, 1914, p. 14. 

* Laws of New Jersey, 1914, ch. go. 

5 New Jersey State Board of Equalization, Report, 1914, p. 18. The assessment 
of bank stock declined to $88,425,306 in 1915. 

6 Laws of New Jersey, 1906, ch. 120. 


7 The board recommended in 1910 that it be allowed to remove assessors found 
guilty of ‘‘ gross incompetence.” Report, 1910, pp. 16, 17. 
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The State Board of Taxes and Assessments. — The anomalous 
situation of the coexistence of two strong state boards was 
ended in 1915 by a law which combined the board of assessors 
with the board of equalization.! The new board was to be known 
as the state board of taxes and assessments, and was to be com- 
posed of five members appointed by the governor for a term of 
three years. Not more than three members may belong to the 
same political party and one must be a counsellor at law. The 
salary is $3000. The act of 1915 did not extend the powers of the 
new board beyond those possessed by the former separate boards 
and its functions therefore consist of the assessment of certain 
classes of corporations and such supervision of the local assess- 
ments as had already been developed in New Jersey. For the 
administration of these functions the new board has organized 
three separate departments corresponding to the following duties: 
the assessment of railroads and canals; the assessment of miscel- 
laneous corporations; and the assessment of general property. 

Since no extension of power was made by the new law, the 
board has conducted its work along the lines already established. 
No significant changes have as yet been introduced in the method 
of assessing corporations, and the valuation of railroad and canal 
property has increased $10,200,000 over the total for 1914. On 
the other hand, the board did indicate in its first report that it ex- 
pected a higher standard of compliance with certain statutory 
requirements on the part of local officials than had formerly been 
the case. The immediate fruit of this attitude was an increase in 
1915 of $162,348,000 over the local aggregate for 1914. Of this 
total, 12.9 per cent consisted of personal property. A comprehen- 
sive set of rules of procedure was formulated with a view to facili- 
tating the administrative business of the three departments of the 
work.? It was also announced that the construction of tax maps 

1 Laws of New Jersey, 1915, ch. 244. This reform was strongly recommended 
by the Commission to Investigate Tax Assessments, appointed in 1912. In addi- 
tion, this commission proposed to create a State Supervisory Officer, whose duty 
should be the continuous supervision of the local assessors, subject to the direction 
and control of the State Board of Equalization. Cf. Report, pp. 30-33. 

2 New Jersey State Board of Taxes and Assessment, Report, 1915, Part I, pp. 6- 


to. The reports of the new board are to be issued in three parts, corresponding to 
the principal departments of administrative activity. 
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was to be pushed forward as rapidly as possible, and that the rule 
for the separate assessment of lands and improvements was to be 
strictly enforced. 

It is too soon for a judgment of the results of the new arrange- 
ment. The unification of the administrative authority and respon- 
sibility was unquestionably a step in the right direction, but until 
the powers of the new board are expanded beyond the sum of 
those formerly possessed by the older boards, the control over gen- 
eral assessments must remain inadequate for the accomplishment 
of the best results. 


THE BOARD OF STATE ASSESSORS OF MAINE 


The constitution adopted by Maine in 1820 provided for an 
assessment and equalization of real estate at least as often as once 
in ten years,? and until 1890 the maximum period permitted by 
the constitution elapsed between the appraisals of real estate. 
These decennial revaluations were equalized by a legislative com- 
mittee. There was no other inspection or control of local assess- 
ments and the conditions which were everywhere common by the 
third quarter of the nineteenth century emerged also in Maine. 
Property was undervalued, districts competed with each other in 
shifting the state tax, and very serious abuses developed, espe- 
cially in the evasion of certain classes of personal property.’ 
Various governors had emphasized markedly iniquitous or 
oppressive features of the tax system.4 Particularly strong was 
Governor Plaisted’s message of 1881 upon the fundamental 
necessity of a greater equality in the distribution of the public 
burden. Six years later Governor Bodwell attacked the defec- 
tive administration, commenting upon the methods of equaliza- 
tion as follows: ® 


1 New Jersey State Board of Taxes and Assessment, Report, 1915, Part I, pp- 
12,13. Ch. 186, Laws of New Jersey, 1915, authorized townships to defray the cost 
of tax maps by the issue of bonds. Boroughs might borrow for this purpose by 
issuing certificates of indebtedness payable in one year and due in seven years. 

2 Constitution of Maine, 1820. Art. IX, §§ 7, 8. 

3 Report of the Special Tax Commission of Maine, 1890, pp. 10-12. 

* Cf. list of extracts from gubernatorial messages, zbid., pp. 26-28. 

5 Tbid., pp. 26, 27. 
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A board, composed of one commissioner from each county, hastily sum- 
moned at the close of each decade, with each member naturally endeavoring 
to have his own county valued as low as possible, would not seem to be the 
best method advisable. And yet that is the character of our present system. 
A smaller number of commissioners, say not exceeding three, at work for a 
longer period, chosen not as the representatives of their counties, but for 
the whole state, would be less cumbrous, less expensive, and in many ways 
more efficient. 


The limit of tolerance was reached in 1889 and a special tax com- 
mission was appointed for the purpose of devising a more just and 
equitable system of taxation. 

This commission was impressed by the extent and nature of the 
practices which appeared to be common. The decennial equaliza- 
tion was condemned as the source of constant inequalities in the 
distribution of tax burdens. For instance, the report of the 
equalization committee in 1890 showed a total gain over 1880 of 
nearly $31,000,000 for the state, but this advance was confined to 
eleven counties, while five counties had actually declined in valua- 
tion.! The state tax, established for ten years, was an increasingly 
unfair exaction from the declining counties and a progressive 
premium upon prosperity. The commission had been instructed 
to recommend a more equitable tax system, but had no thought 
of suggesting abandonment of the general property tax, and the 
proposals made were confined to administrative changes in the 
direction of greater centralization. One of the first and most im- 
portant recommendations was the creation of a board of state 
assessors. It was expected that such a board as was recom- 
mended would promote equality of assessments and secure a 
substantial reduction of the tax rate.? 

The board of state assessors was accordingly created in 1891.° 
There were to be three members elected by the legislature on 
joint ballot for terms of two, four, and six years, respectively. 
Thereafter the full term was to be six years. The salary was to be 
$1500 per annum. The chief duties were to serve as a state board 
of equalization and to assess those corporate taxes which had 
formerly been assessed by the governor and council. As will be 

1 Cf. list of extracts from gubernatorial messages, Report of the Special Tax Com- 


mission of Maine, 1890, p. 32. 
2 Ibid., p. 39. 3 Laws of Maine, 1891, ch. 103. 
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seen, the supervisory powers actually given to the board were in 
reality of very little importance. 

The function of state equalization was made significant by pro- 
viding a biennial assessment of real estate, and requiring the board 
to equalize both real and personal property. In collecting the 
necessary data for the equalization, the members of the state 
board were to visit each county at least once in two years and to 
hold meetings which the town assessors were obliged to attend, 
on penalty of having their towns charged with the expense of 
a special visit from a member or special agent of the board. 

The first members of the state board appear to have had an 
intelligent conception of the conditions confronting them. Their 
discussion of the situation in the earlier annual reports indi- 
cates a desire to attack the problem of proper equalization in a 
thorough and businesslike manner and they made several valu- 
able suggestions looking toward the elimination of administrative 
defects.! For instance, it was recommended that uniform assess- 
ment blanks be provided by the state in order to secure a more 
equal assessment of property.” In the interest of uniformity, also, 
was the proposal for a uniform classification of farm lands, for 
which was suggested the grouping: tillage, pasture, wood, and 
timber lands.’ In order to promote the acceptance of the same 
standards of value in different counties, the board suggested 
county conventions of assessors,‘ thus elevating the dignity of the 
biennial meetings at which attendance was compulsory. The 
need of greater uniformity may be illustrated by a few of the 
many variations which were found in the basis of assessment, 
often in adjoining towns of the same county. In one county the 
average assessed value of horses in different towns ranged from 
$24 to $133.55; the average assessed value of cows ranged from 
$10 to $30; and similar discrepancies occurred in the valuations 
of other classes of farm animals. Bank stocks of the same real 
value were found to be assessed at from 50 per cent below to 25 

1 This was especially true in the earlier years. 

2 Board of State Assessors, Report, 1891, p. 136. 

5 Ibid., 1892, p. 176. Cf. Report of the Committee on Classification of Real 


Estate, Proceedings of the National Tax Conference, 1911, pp. 333-343. 
4 Board of State Assessors, Report, 1891, p. 133. 
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per cent above actual value. “‘ Some towns were using one-half, 
some two-thirds, some three-fourths, some go per cent, and some 
made a difference between real and personal property in the 
percentage used as a standard.” ! 

The board’s vigor and initiative were of short duration, how- 
ever, and after these early suggestions it appears to have lapsed 
into inaction, lacking the power to deal effectively with the im- 
proper practices of the assessors and viewing with resignation 
the actions which it was powerless to prevent. In this respect 
the Maine board was true to type — almost every other state 
board of equalization began in all hopefulness to exercise such 
powers as it possessed; and it steadily declined, upon finding 
these powers insufficient; to the unfortunate pass where even 
the authority possessed was but imperfectly exercised. In 
order to show that such has been the experience of the Maine 
board the results of assessment and equalization will be presented 
in such detail as is possible: ” 


ASSESSED AND EQUALIZED VALUATIONS OF PROPERTY IN MAINE 


(MILLIONS) 
By the local assessors By the Board of State Assessors 
Year Real, Total, Grass | Grand total 
Real Per- Total except Per- |realand| Wild eee ae) ee 
sonal Cre. wild sonal per- land 
lands sonal on pub-| State As- 

lic land sessors 
1892 $174.8 $70.1 $265.0 $217.9 $78.2 $206.1 $17.8 $0.415 $314.2 
1894 204.1 68.1 272.3 232.0 74.8 306.8 7e .418 324.5 
1806 213.4 64.9 278.4 239.9 71.1 311.0 17.0 444 328.5 
1898 221.3 63.1 284.5 244.2 68.7 312.8 16.2 424 320.5 
I9g00 220.2 64.8 204.6 248.8 68.3 BD 7.0 19.1 -504, 336.7 
1902 241.2 67.3 308.5 250.8 69.2 325.4 25.5 Aye 4 See) 
1904 252.5 7152 323-7 262.6 74.0 330.6 29.0 .890 3606.5 
1906 265.9 74.4 340.3 278.5 78.7 357.2 36.4 1.136 394.7 
1908 285.0 79.0 364.9 303.0 82.6 385.6 41.3 I.310 428.2 
I9Io 310.6 83.4 304.1 320.9 85.6 400.5 43-9 1.400 451.8 
IgQI2 329.6 87.3 416.9 341.6 89.6 431.3 45-5 1.439 478.2 
1914 346.7 93.8 439.5 352.5 97.2 449-7 47-3 1.473 498.5 
1916 358.6 97.8 450.5 364.8 | 102.9 467.7 51.9 1.678 521.4 


The significant comparison to be made in this table is that of 
the result of the local assessment and the state equalization. In 


1 Board of State Assessors, Report, 1891, p. 134. 
2 Compiled from the reports of the Board. 
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the first place it will be noted that the board’s action has been 
more vigorous in dealing with real than with personal prop- 
erty, as is shown by the greater relative additions to the former 
class of property. This action has tended to promote rather than 
lessen the inequality of the tax burden, for it has been the uni- 
versal experience, to which Maine is no exception, that real prop- 
erty has been better assessed than many classes of personal 
property.! In the second place the relative increases made in both 
real and personal property have steadily decreased as the local 
assessments increased, notwithstanding the board’s unlimited 
power to alter valuations in the process of equalization.” In 1892 
real property was increased 24.6 per cent and personal property 
11.4 per cent; but in 1916 the increases were only 1.72 per cent 
and 0.52 per cent respectively. This diminishing increase given 
to the local figures in the state equalization has not carried 
the state very far toward a higher basis of valuation, considering 
the natural increase in the amount and value of the taxable prop- 
erty. Accurate checks on this point are not available, but it may 
be pointed out that the Census valuation of farm lands and build- 
ings increased 65.3 per cent between 1900 and rg1o0, while the 
local assessment of all real property increased only 35.5 per cent, 
and the equalized valuation only 24.9 per cent in the same time. 
It was admitted in 1900, for instance, that the increase in that 
year over the figures of 1898 was due to the erection of new mills, 
additions and improvements to property, rather than to a higher 
valuation of existing property.’ 

The results of the board’s efforts to induce the local assessors 
to raise their standards of valuation are thus seen to have been 
small. In connection with every biennial revaluation the latter 
have been urged to make a careful revision of their figures, but 
these exhortations have fallen, for the most part, on barren 
ground; at least they have brought forth but little fruit. One 
reason for this failure, of course, has been the lack of adequate 
authority. But it is doubtful if the board has always displayed 

1 Admitted by the Special Tax Commission of Maine, Report, 1890, p. rr. 


2 Revised Statutes of Maine, 1903, as amended, ch. 8. 
% Board of State Assessors, Report, 1900, p. 5. 
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the firmness and insight necessary to make the most of its limited 
powers. Thus, in 1896, after an actual decrease in the local 
assessment of personal property, the board said: } 

The returns received from the hands of the local assessors in the past two 
years have as a whole been highly satisfactory to this board, and much 


credit is due them for the faithful and efficient manner in which they have 
performed their work. 


Such excessive amiability was in keeping with the sentences which 
immediately followed, in which the board urged the assessors to 
improve on their past achievements: 

We desire, however, that more of them in the future will include bicycles 


in their personal property, and use the same effort to obtain in full this 
property and enter it on their lists as other classes. 


The rapid increase of the number of such vehicles during the 
“bicycle craze”? was probably not accompanied by a parallel 
growth of the assessments of bicycles; but if the comparison were 
made with the assessment of moneys, for example, the relative 
advantage would probably be found to be in favor of the bicycles. 
With very inadequate taxation of intangible property, mills, and 
other great interests, to spend a paragraph of the two pages of 
text on the assessment of bicycles smacks of the ridiculous! ? 

But the board has disclaimed the intention of securing large 
increases in toto, preferring rather “ to make a fair equalization on 
a conservative basis.” * What can be said of its efforts to promote 
greater equity of tax burden among districts or classes of prop- 
erty ? In the first place the table above shows that from 1892 to 
1908 the local assessment of personal property advanced 12.7 per 
cent, and of real property, 63.5 per cent. The equalized figures 


1 Board of State Assessors, Report, 1896, pp. 270, 271. 

2 The Maine Special Tax Commission of 1908 estimated that about ro per cent 
of the total taxable mortgages and other intangible property was assessed in 1907. 
The proportion could not have been much greater, if any, a decade earlier. Report, 
Pp. 50. 

3 Board of State Assessors, Report, 1898, p. 255. 

4 1908 was the last year in which the board’s powers were comparable with 
those possessed in 1892. The proportion of personal property to total in 1908 was 
21.4 per cent, so the later extension of authority has not improved the situation 


greatly. 
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show somewhat slower rates of increase but the real property 
assessments have increased several times as fast as those of per- 
sonalty. The latter forms a smaller proportion of the total 
assessed valuation of the estates today than in 1892, its percent- 
ages of the total declining from 26.4 per cent to 22.0 per cent 
until 1916. 

In the second place there has been no shift of the burden borne 
by personal property to the more intangible forms. The classifica- 
tion followed since 1892 does not permit an extensive comparison 
of the same kinds of property, but one important item of intan- 
gible property — money at interest — appears in the returns for 
1892 and 1908. In the former year $11,000,000 were returned, 
and in the latter year $11,800,000, and the intermediate variations 
have never gone as high as $12,000,000.! Bank stock, including 
trust company stock, was returned at $8,800,000 in 1892 and at 
$10,000,000 in 1908; the capital stock of other than banking 
corporations was assessed at $1,000,000 in 1892, but was not 
assessed for more than $600,000 in the ten years preceding 1908. 
Such slight increases as have been made in the total valuation of 
personal property have been borne mainly by stock in trade, 
household furniture and machinery. The list of items assessed as 
personal property has been extended somewhat, but the greater 
part of the gain has come through minute additions to the tangible 
classes, while the intangible classes have scarcely more than held 
their own. 

Finally, there has been little readjustment of the relative bur- 
den borne by rural and urban property. The escape of intangibles, 
owned for the greater part in the cities, gives the urban interests 
an advantage. From 1goo to 1906 there was a reduction of about 
$20,000 in the amount of state tax levied on the farming towns, 
and of $18,629 on the cities. With such a small difference in favor 

! The Maine Tax Commission of 1908 estimated, on the basis of data collected 
at that time, that the total amount of “ money at interest’ was in excess of 
$110,000,000 in 1907. Report, p. 50. In 1915 the board stated that during the past 
twenty years the increase in the assessed valuation of all property had been ap- 
proximately 40 per cent, of ,real estate alone 65 per cent, of wild lands 175 per 


cent, and of intangibles, including bank stocks, only about 5 per cent. Report, 1915, 
p. 19. The amount of “ money at interest ” assessed in 1916 was $12,882,000. 
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of the rural towns, extending over six years, it is safe to say that 
the net result of these six years was to maintain the status quo, and 
to perpetuate whatever inequality had existed previous to 1900.1 
A typical illustration of the operation of the assessment process in 
increasing the tax burden upon rural communities is found in the 
returns for 1903. In that year twenty cities, with 45.5 per cent of 
the total valuation of the state, contributed but 28.4 per cent of 
the increase over 1902 while the towns and plantations, with 54.5 
per cent of the total valuation, contributed 71.6 per cent.2 One 
observer of actual conditions in Maine has collected data which 
show that the farmers are paying from 6 per cent to 7 per cent of 
their net income in taxes, while wage-earners, professional men 
and those engaged in mercantile pursuits in the cities are paying 
from .3 per cent to 1.25 per cent of their net income in taxes.? He 
concludes: 

The heaviest burden falls upon the part of the population least able to 
bear it, and constitutes one of the forces that are driving the men and 


women off the Maine farms, and causing the depopulation of rural com- 
munities. 


The reduction in the quotas of state tax levied on rural and 
urban estates was accomplished by increasing the valuation of the 
wild lands, in the survey and valuation of which the board’s most 
aggressive and effective work has been done.t The board was 
given direct supervision of the assessment of these lands in 1891 
and the legislature has at different times insisted on a higher 
assessment.®> Because of this legislative insistence, representing 
a popular demand that these lands be more heavily taxed, and 
because sufficient authority has been vested in the board to exe- 
cute this intention, the assessed valuation of wild lands has 
steadily increased. The ease and accuracy of the assessment have 
been facilitated by the construction of land maps based upon 
timber cruises and surveys. Such maps are now complete for all 

1 Board of State Assessors, Report, 1906, p. 12. 


2 Tbid., 1903, p. 5. 

3 R. J. Sprague, Tax Problems in Maine, Proceedings of the National Tax Con- 
ference, 1907, p. 465. 

4 Sprague, ibid., pp. 467-470, discusses the taxation of wild lands in Maine. 

5 EF. g., Board of State Assessors, Report, 1902, p. 7. 
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unorganized townships. The chief arguments for increased as- 
sessment have been those aimed at the absentee capitalist who is 
exploiting the state’s resources. 

But the very vigor of the board’s work in the wild lands assess- 
ment only makes more unfavorable the comparison with its 
results in dealing with other property. To take only one instance 
of the difficulty of improving assessment conditions without 
proper supervisory authority, the valuation of 1908 will be cited. 
In 1907 the board announced that special efforts were to be 
made to secure an efficient revaluation in 1908, since the pros- 
perity of the past few years had caused many changes in property 
values and an extremely careful revaluation was most essential. 
Conferences were held in each county, and various other means 
were used to arouse the assessors; but despite these efforts the 
aggregate of cities, towns, and plantations increased only 8 per 
cent over 1906, while the wild lands showed an increase of 13.5 
per cent.? The greater rate of increase for the wilderness than for 
the centers of population and industry is an evidence of the 
board’s ability to accomplish results when sufficient authority is 
given; but it is also a striking commentary on the results of the 
local assessor when not subject to any will but his own. 

The special tax commission of 1908 concluded that competitive 
undervaluation was due to the desire to shift the state tax, which 
was not being levied “ justly and equitably” under existing 
conditions. It summed up the situation thus: 3 


Under the present law the State Board of Assessors is supposed to equalize 
values between towns and report such equalization to the legislature. We 
feel that they have failed in obtaining the desired results, although without 
doubt they have obtained more uniformity than prevailed before the Board 
was created. Their failure to our mind is due rather to the absence of efficient 
laws than to the composition of the Board. The members of the Board 
should be better paid, and clothed with more authority. 


1 Board of State Assessors, Report, 1906, p. 11. More accurate surveys have 
increased the acreage. Jbid., 1911, p. 10. In 1915 the legislature doubled the 
previous appropriation for surveying and estimating timber lands. Jbid., 1915, 
1D) Dike 

bie. LOCOS ap atte 

3 Report of the Tax Commission of Maine, 1908, p. 7. 
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This analysis of the situation was correct. The board had failed 
precisely because its powers were inadequate to compel the asses- 
sors to work in that harmony and unity which the commission 
of 1890 had supposed would result in the establishment of a board 
equipped with even such limited powers as were given to the board 
of assessors in 1891. But an examination of the results shows 
that comparatively little was actually accomplished toward a 
real solution of the problems of equitable taxation. In the light 
of these revelations the legislature of 1909 inaugurated a series of 
changes which marked a very interesting step in the evolution of 
the Maine board toward the tax commission stage. The chief 
modifications were these: 4 

a. The members were to be appointed by the governor, with the 
advice and consent of the council and the governor was to name 
the chairman. Appointment was to be made upon the basis of 
fitness through special knowledge and skill in matters pertain- 
ing to taxation. Members were to give their entire time to the 
work, and the board was to be in continuous session from day 
to day. 

b. General supervision over the whole tax system was again 
conferred upon the board; but it was made much mote effective 
by authorizing the reassessment of any property at the discretion 
of the board. 

c. The salary was increased to $2,000. This meager advance 
was quite inadequate — the salary should have been increased 
to a figure somewhat more nearly commensurate with the service 
which the state was expecting to receive under the new law. 

This extension of supervisory power stimulated the local asses- 
sors to greater efforts and in 1910 they added to the duplicate 
$30,000,000 — the largest increase ever made in a single year. 
While this rate of increase was not maintained in the two follow- 
ing revaluations, the local returns displayed greater improvement 
than had characterized them previous to 1909. The extension 
of authority was undoubtedly wise and has been justified by 
the results. But the gains have been confined largely to real 


1 Laws of Maine, 1909, ch. 220. Cf. Report of the Tax Commission of Maine, 
1908, pp. 79-84. 
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estate and it cannot be said, therefore, that the mere increase of 
central authority has solved the difficulties which had emerged 
under the former regime. In the years 1910-16, which included 
four biennial revaluations, the assessment of real estate was in- 
creased $48,000,000 and of personal property $14,400,000. Money 
at interest was assessed at practically the same figure in 1914 as in 
1892, and there is no evidence that the assessment of any other 
class of intangible property has been improved since 1909. Real- 
ization of this failure led the board to suggest in 1912 that classi- 
fication of personal property should be investigated with a view 
to legislation in case the plan should prove expedient.! The special 
commission of 1908 spoke with approval of classification, and in 
1913 a constitutional amendment permitting classification of in- 
tangible property was adopted; but no further action has as yet 
been taken, and the escape of intangibles still continues. 

The Taxation of Corporations. —'The system of specific cor- 
porate taxation which has been developed in Maine has relegated 
the board of assessors to a rather subordinate, though not un- 
important position. Its duties in this connection are almost 
entirely clerical, and may, therefore, be passed over with very 
brief notice. 

The board is required to make a formal “ assessment ”’ of the 
excise taxes due on the amounts of gross receipts which have been 
returned to it or to some other state officer. It is usually pro- 
vided that if any corporation fail to make the appropriate returns 
required, the board shall make an assessment upon which the 
taxes are to be calculated. The only other opening for the exer- 
cise of administrative judgment is in connection with the distribu- 
tion of a portion of the excise tax upon railroad, street railroad, 
telegraph and telephone companies to the localities in which 
holders of the stock reside. There is apportioned locally an 
amount of the total taxes equal to one per cent of the true value of 
the capital stock upon April 1, as ascertained by the board. The 
special commission of 1908 argued mildly for the abandonment 
of the system of gross earnings taxes, citing the recent action of 


1 Board of State Assessors, Report, 1912, p. 13. Renewed in ibid., 1914, p. 21. 
Cf. also Report of the Tax Commission of Maine, 1908, pp. 18, 19. 
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Wisconsin and Michigan.! The legislature was led to order the 
board to ascertain the actual value of all railroad property in 
Maine for purposes of taxation, but as no provision was made 
for expert assistance little can be expected from this source regard- 
ing the actual distribution of the present burden of taxes between 
corporate and other property. 


1 Report of the Tax Commission of Maine, 1908, pp. 31, 32- 


CHAPTER IV 


ORGANIZATION AND EQUIPMENT OF THE 
STATE TAX DEPARTMENTS 


Tuus far in this study of state control over the assessment of 
property we have been concerned principally with the historical 
evolution of the administrative side of American taxation. The 
ground covered may be reviewed, in a series of generalizations 
regarding the earlier state boards of equalization and assess- 
ment. This summary will also serve as a fresh point of approach 
to the more recent phases of central administration of the tax 
system. 

The organization of state boards of equalization was the first 
attempt that was made, on a statewide scale, to counteract under- 
valuation and evasion; and especially to effect a fairer distribu- 
tion of the direct state tax. The initial performances of these 
boards were sometimes beneficial and in a few states their 
presence infused new vigor into tax administration. The im- 
provement was only temporary, however, for the administrative 
activity of these boards tended gradually toward a formal routine 
approval of the local returns. The state of mind which accom- 
panied this decline may be characterized as one of mingled feelings 
of indifference and impotence. The restricted original powers, 
often still further lessened by a hostile judiciary, were too narrow 
to permit the state boards of equalization to cope effectively with 
the local assessor in his stronghold; and state legislatures were 
slow to authorize an invasion of the local official’s domain. 

Further contribution to the decay of the state board of equali- 
zation was made by the shift in emphasis from the state to the 
local taxes on property. The development of corporation and 
other special taxes has lessened in some states the relative impor- 
tance of direct state taxation, while in a few cases the latter has 
been entirely abandoned. On the other hand the tremendous in- 
crease of local expenditures in the last generation has transferred 
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the storm center of the general property tax to the local units, 
wherein have recently been displayed all of the evils that once 
characterized the operation of uniform taxation on a wider scale. 
The remedy called for by this new situation has been state super- 
vision, rather than state equalization; and the older adminis- 
trative bodies, created for the latter purpose only, have given 
way or have been superseded by new state tax departments 
created especially for supervisory functions. 

The growing importance of corporate assessment led to the 
transfer of this function to central boards, often the state boards 
of equalization. These boards usually proved incapable of dealing 
with the corporations, and the results of corporate assessment by 
ex officio boards display the same languorous decline that marked 
the work of equalization boards. The emergence of the state tax 
commission came as a welcome relief for all interests except those 
which had been profiting by the slovenly and inefficient work of 
the older boards. Attention will now be turned to these new 
tax departments. 

The great diversity of conditions under which these tax com- 
missions have developed has naturally produced wide variations 
in their structure and powers. These variations have reflected 
alike the public temper toward fiscal reform, the willingness to 
delegate effective supervisory powers to an administrative body, 
and greater freedom from political and local influences. Before 
proceeding to a detailed study of particular tax commissions, the 
whole field will be surveyed and some features common to all such 
bodies will be indicated. This is best done by a tabular exhibit 
(see below) which shows for each state the date of organization, 
the number of commissioners, the term, salary, method, and basis 
of appointment. Some data on financial support are also given. 

1. The board vs. the single official. — The first point to be 
noticed is the board of commissioners as against the single 
official. The majority of the states have created a commission of 
three members. Oregon has a board of five, composed of two ap- 
pointive and three ex officio members while Indiana has reversed 
these proportions, giving the appointed members a majority. A 
few states have been content to provide for a single official and in 
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Massachusetts and West Virginia the tax commissioner has also 
been made the commissioner of corporations. Overloading of the 
department in this way will probably lead to inferior work unless 
the pressure be removed by corresponding enlargement of the 
organization. 

The advantages of the board plan are numerous. In the first 
place the amount of work to be done is greater than can well be 
performed by one man and a board of at least three permits a 
valuable division of labor. The scope of duties varies somewhat 
but as has been noted, there is everywhere the tendency to add 
additional duties. A board of more than three members would 
probably be less desirable on account of the greater unwieldiness 
of the larger body. Neither Oregon nor Indiana secure any 
advantage from this source. In the second place, the board plan 
enables the benefits of experience to be preserved and made 
cumulative. The terms of office can easily be arranged so that 
there will normally be two experienced members and the loss of 
time in drilling the newcomer is minimized. The states with 
single officials lose valuable time and almost inevitably retrograde 
somewhat while the new appointee is groping his way, often un- 
assisted, through the accumulated practice and procedure that 
had become routine for his predecessor. Further, the possible 
errors made during this novitiate period in the valuation of rail- 
roads or the equalization of assessments may be the source of 
serious criticisms against the whole system of centralized adminis- 
tration. In the third place, the commission permits of a certain 
amount of discussion and the reinforcement of a member’s judg- 
ment by that of his colleagues. Much of the action of the tax 
commissions rests upon the judgments of the members. Greater 
stability is assured and greater confidence will be reposed in the 
concerted decision of three men than in the conclusions of a single 
individual. 

The success of the federal department of internal revenue may 
be cited, however, as evidence in favor of the single commissioner 
type. The efficiency of the federal department cannot be denied 
but the parallel hardly holds between this department and the 
state tax commissions. In the first place, the internal revenue 
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commissioner is amply provided with the funds necessary for the 
organization of an efficient department, while many of the state 
tax commissions have been seriously handicapped in this respect. 
Adequate finances have permitted an efficient internal organiza- 
tion, with elaborate grading of responsibility. On the other hand, 
the state tax commissioners are compelled, in all but the most 
advanced states, to assume much responsibility and to perform 
considerable amounts of detailed, even of routine labor. In the 
second place, the character of the federal internal revenue system 
gives greater definiteness to the work of the revenue commis- 
sioner. The specific taxes on commodities, such as characterized 
the internal revenue system of the United States previous to the 
income tax, imposed no such heavy demands upon the delibera- 
tive faculties as are involved in the valuation of railroads or the 
equalization of local assessments. The federal income tax makes 
larger demands and the extension of this and similar federal taxes 
may require a corresponding reorganization of the internal 
revenue department. Thirdly, under the federal system results 
are assured by the unlimited authority which is given for the 
enforcement of federal laws. If state tax commissions were to 
order the listing of intangibles by the same methods that have 
been employed for the enforcement of the tax on whisky, the 
taxation of credits would be as unpopular — and as unhealthy 
—as prevention of ‘“ moonshining.” In the one case public 
opinion favors enforcement and tolerates even the resort to arms; 
in the other it encourages evasion and views with indifference the 
amazing spread of perjury and false swearing. Finally, many 
responsible subordinates of the internal revenue department hold 
their positions under the civil service and are assured tenure 
relatively more stable than the irregular apprenticeship which 
has proved so costly in some states. 

2. Term of Office. — A second feature to be noticed is the long 
term. Wisconsin leads with an eight-year term, while nineteen 
states have a six-year period, twelve a four-year term, and in 
only two states is the tax commissioner chosen for less than three 
years. In both of these states, Texas and Vermont, the modern 
tax department has not yet been developed. This tendency 
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toward a fairly stable tenure of office affords opportunity for the 
members to become thoroughly familiar with the work to be done. 
A majority of the board will normally be experienced members 
and the importance of thoroughly consistent action renders the 
cumulative experience of these hold-over members very signifi- 
cant for successful administration. Further, the long term re- 
moves the commission from the pressure of current political 
movements and leaves it free from the changing fortunes of polit- 
ical parties. This advantage can only be stated as a tendency 
since much will depend upon the political ideals and the stand- 
ards of public service which prevail in the state. The injection 
of politics into the recent Michigan case demonstrates the de- 
sirability of complete freedom from partizan influences. The 
governor must, of course, possess the authority to remove his ap- 
pointees upon proper cause shown. But unless this authority is 
checked by requiring cause to be shown, all incentive to progress 
may be destroyed, asin Alabama.? Aside from such direct action, 
however, which is ordinarily resorted to only in the most extreme 
cases, the longer term tends distinctly to lessen the dependence 
upon the ebb and flow of public opinion and to give strength for 
the fearless performance of duty, a task none too easy at best in 
the field of tax administration where capacity and moral courage 
are equally essential factors. 

Finally, the long term and stable tenure of office are valuable 
and even necessary inducements to men who have acquired the 
special knowledge essential for the proper administration of the 
tax laws. The certainty of tenure may permit the payment of 
somewhat lower salaries though the time is rapidly passing when 
a state can afford to economize by employing cheap men, or by 
expecting that good men will consent to serve the public for much 
less than they can command elsewhere. The period of apprentice- 
ship which many political appointees serve while drawing the 
salaries of capable experts will be minimized by adopting new 
standards of capacity and a new conception of the qualifications 
for public office. Until comparatively recent times fitness for 
public service has been one of the least essential qualifications of a 


1 Cf. below, pp. 139, 293. 2 Cf. below, pp. 559, 560. 
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candidate. This idea has begun slowly to give way under the pres- 
sure of accumulated inefficiency in public administration. No- 
where has it been more firmly fixed nor its consequences more 
injurious, than in taxation. The local assessing officials have long 
been notoriously inefficient; the sentiment that anyone can ad- 
minister the tax laws has just begun to decline; and the theory 
that this duty should be committed to men equipped by special 
training and experience is correspondingly new. The remarkable 
success that has been achieved by the Interstate Commerce Com- 
mission and by certain state administrative boards has done much 
to bring about this change in public sentiment. The day of the 
expert administrator is dawning, and with the growing complexity 
of the problems of modern life a steady advance in the character 
and qualifications of the men who are called to fill positions of 
administrative responsibility may certainly be expected. 

With regard to the tenure of office, the situation of the tax com- 
missioners has been very wholesome and the long legal term has 
actually been served by the majority of the appointees. Michigan 
presents a rather anomalous situation of which the tangle of 1912 
was an example. Of a certain period in the history of the Michigan 
Tax Commission it has been said:! ‘‘ Ten men received appoint- 
ment as tax commissioner in seven years, in only four of which did 
the number of commissioners exceed three. . . .”’ In consequence, 
the average length of term has been about three years instead 
of the legal term of six years. West Virginia has attempted to 
prevent the office from becoming the property of one man by the 
absurd provision that a commissioner shall be ineligible to suc- 
ceed himself at the end of a six-year term, whether he has served 
six years or not. As a matter of fact, in the first period of six 
years, three men served as tax commissioner and the last incum- 
bent had hardly acquired sufficient experience to perform efficient 
service for the state when he was compelled to step out.?_ In Con- 
necticut for years the tax commissioner has fought a running 
fight with certain interests which have been determined to oust 
him and his recent reappointment by a politically hostile gov- 


1 Hedrick, History of Railroad Taxation in Michigan, p. 48. 
2 West Virginia Tax Commissioner, Report, 1909-10, p. 70. 
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ernor and council was not only a personal triumph but a victory 
for administrative efficiency everywhere. The most capable of 
the first three appointees on the Ohio commission was chosen 
for the shortest term and the commission’s work suffered materi- 
ally by his early retirement. While it cannot be said that in all 
states political motives have entirely disappeared in the selection 
of men for this important office, yet it is true that to a consider- 
able extent the long legal term has meant stable tenure of office. 

3. Salary. — The standards of administrative efficiency which 
have been found to be essential for the best performance of the 
complex and increasingly important duties of tax administration 
demand an adequate salary in addition to a fairly stable tenure of 
office. Low salaries draw only the swarms of professional office- 
seekers, the bane of efficiency in American public life. Higher 
salaries will not diminish the number nor the insistence of the job- 
hunters but they will also call forth men of greater ability to 
whom the public service may safely be entrusted. With respect 
to the salaries paid the states fall into two groups. One group of 
about nineteen states pays fairly attractive salaries ranging from 
$3000 to $6000; the other group pays $2500, with the exception 
of Arkansas, in which the compensation is only $2400, and South 
Dakota, where only $2000 is paid. The New Mexico tax com- 
missioners are allowed $10 per diem with reasonable travelling 
expenses, but they are not permitted to remain in session for 
more than ten days at a sitting, nor shall they receive compensa- 
tion or expenses for more than ninety days in the aggregate in any 
one year.! Admitting that the salary is a relative matter, yet it 
can hardly be questioned that the salaries in the second-group are 
too low. The great marvel is that for the small salaries paid men 
can be found to render as faithful service as has been given in 
administering the tax laws. 

4. Method and Basis of Selection. — In every state the power of 
appointing the members of the tax commission is vested in the 
governor, though in Colorado the governor and treasurer act 
together. The selections are to be ratified in most instances by the 
senate or the executive council. The governor has also the author- 


1 Laws of New Mexico, 1915, ch. 54. 
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ity to suspend a commissioner, and after filing charges which 
constitute a true bill against the incumbent, to remove him from 
office. In Oregon and Michigan the governor has been made a 
member of the commission for the performance of certain func- 
tions. In neither state can it be shown that his presence on the 
board has been of any advantage, while it has probably been a 
positive detriment at times. It was asserted that the Governor 
of Michigan did not attend any of the meetings of the state board 
of assessors and refused to sign the assessment rolls until assured 
by the attorney-general that the state could collect no taxes from 
the public service corporations until he had complied with that 
legal formality. 

Even more fundamental than this control by the governor over 
the members of the commission is the statutory basis of appoint- 
ment, according to which is determined the active personnel of the 
board. Again the states fall into two groups, one making fitness 
and knowledge of tax matters the chief basis, and the other leav- 
ing the question of qualifications to the antiquated basis of politi- 
cal affiliation. After all, it is the equipment, mental and moral, 
of the administrators which determines their success in applying 
any laws. The political ‘‘ spoils system ” is the fountainhead of 
governmental inefficiency. In tax administration there is an 
especial need of the elemental virtues of honesty, impartiality, 
moral courage and good sense, as well as a more technical prepara- 
tion for the special work to be done. It is hopeless to expect these 
qualifications in any unusual degree from the political favorite 
whose claims to the position are based upon entirely different 
grounds. It has been an exceedingly fortunate circumstance that 
so few of the states permit, or at least require, a selection upon a 
partizan basis alone. Indiana and Ohio illustrate the partizan 
basis of selection, and the work of these commissions has not 
heightened the respect in which such a basis of appointment is 
held. 

The conditions which prevailed in Colorado at the time of the 
enactment of the tax commission bill may serve to illustrate the 


1 Cf. Reply of Commissioner Shields to the charges of Governor Osborn, Detroit 
Free Press, June 13, 1912. 
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possible influence of political manipulation. Certain persons had 
been prominent in promoting the bill for a state tax commission, 
but after the legislative support had been organized the proceed- 
ings halted and interest flagged, to the peril of the bill at that 
session. Upon inquiry it developed that certain leaders in the 
campaign for the bill had aspirations for appointment to the new 
commission. As they were personally objectionable to the legis- 
lative steering committee, the latter had abandoned the measure 
to its fate. The state treasurer gave his guarantee that the 
objectionable persons were not to be appointed and to hold 
him personally to this promise the state treasurer was made 
responsible with the governor for the appointment of the tax 
commissioners.! 

The principal features of the organization of state tax commis- 
sions, as outlined thus far, are the product of a considerable period 
of evolution, in the course of which the states have emerged from 
the jungle of a “‘ spoils ” regime and entered upon the broad high- 
way of the merit system. While not all states have made equal 
progress in the elimination of the purely political appointee, there 
are few that do not offer some encouraging signs while many have 
shown marked improvement. The tendencies that have been in 
evidence in the development of fiscal administration have been 
manifested also in other lines, as the following summary of recent 
tendencies in the organization state of railroad commissions 
shows: ? 

Lastly, there are definite tendencies in the organization of the new com- 
missions. The movement is away from the single commissioner to a com- 
mission of three or more. Fourteen of the commissions (7. ¢., of the fifteen 
established between 1902 and 1907) consist of three members, and New 
York’s statute provides for two commissions, each consisting of five mem- 
bers. The movement is also toward a long tenure of office, eight of the 
statutes providing for a six-year term, two for five years, four prescribe a 
four-year term, and but one clings to a term of three years. Contrary to 


what the tendency was in r9o2, ten of the new commissions are appointive 
and five elective. 


* Personal Interview with the Secretary of the Colorado State Board of Equalization, 
Aug. 3, 1911. Cf. also Laws of Colorado, 1911, ch. 216, § 3. 

? Huebner, “ Five Years of State Railroad Legislation,’ Ann. Am. Acad., 1908, 
XXXil, p. 143. 
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5. Appropriations and Equipment. — There remains one topic, 
which was not suggested by the tabular view given above. Toa 
very considerable degree the efficiency of an administrative body 
depends upon the facilities provided for the proper performance 
ofits work. In many branches of the public service the character- 
istic American way has been to alternate the most reckless 
extravagance with a pinching economy, with equally disastrous 
results from both policies. The financial support which has 
been afforded the tax commissions in different states has ranged 
through all gradations from the carte blanche of the Wisconsin 
commission to the failure of the Arkansas legislature to provide 
an appropriation for its new commission.! In general the policy 
has been too economical, though the Arkansas incident was 
evidently an oversight. In Indiana each commissioner is allowed 
$1000 for travelling expenses, a total of $3000. Practically no 
other office expenses are incurred beyond the employment 
of a few stenographers and the printing of the blank forms 
and the various reports. The deputy auditor of state serves 
as secretary of the board. In Kansas the tax commission- 
ers were found in 1911 to be performing routine work which 
could have been done by any ordinary clerk, and in the 
rush season of corporation assessment the members were 
compelled to work late at night as well as all day because of 
deficient appropriations for clerical assistance. In Washington, 
Oregon, and Minnesota reliance has been placed upon the 
results of investigations into real estate values from which very 
important conclusions have been drawn, though the method of 
compiling these ratios reveal fundamental weaknesses which the 
inadequate financial resources make it impossible altogether to 
eliminate. For this false economy the commission is itself some- 
times to blame. The Ohio commission rejected the Wisconsin 
‘“‘ sales method ” ostensibly on account of the expense, though 
the statistician of the Wisconsin commission estimated that the 
system could be installed in Ohio for $6000 per year if kept free 
from the meddling interference of the politicians.? The Indiana 

1 Arkansas Tax Commission, Report, 1910, p. 45. 

2 Personal Letter from A. E. James, Statistician to Wisconsin Tax Commission, 
June 19, 1912. 
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board offered the desire to economize as the reason for not print- 
ing valuable statistics in 1910.1 The taxpayers have not yet fully 
appreciated the irony of creating departments of high-salaried 
men and failing to provide them with the proper equipment for 
their work. The earlier Wisconsin policy of carte blanche is in 
principle equally bad, and it has recently been abandoned for a 
system of definite appropriations based upon the estimates of the 
commission. It cannot be said that the grant of free rein was 
abused in that state, since the result was the development of one 
of the most efficient administrative organizations in the United 
States, at an expense that was not excessive. It is entirely pos- 
sible, however, that the same efficiency could have been attained 
at even a lower cost under a system of definite appropriations. 
At any rate the blanket appropriation is crude and unscientific 
and is an evidence of the backward condition of the budget 
system of an otherwise fairly progressive state.? 

The two most elaborately equipped and organized tax depart- 
ments in the United States at the present time are those of New 
York and Wisconsin. Of these the former has the more complete 
and expensive organization, but because of the better tax law 
and more progressive public opinion under which the latter has 
operated it has accomplished broader results. In addition to the 
general office the New York board has organized six distinct 
bureaus, each in charge of a responsible head, and has appor- 
tioned the work among them thus: 1. Mortgage tax; 2. Electric- 
ity, Gas and Water (special franchise); 3. Railroads (ditto); 
4. Telegraph and Telephone (ditto); 5. Local supervision; 
6. Filing. This arrangement emphasizes the relative importance 
of the commission’s activities. Three bureaus are assigned to the 
assessment of special franchise taxes and one to the mortgage tax. 
The department for the supervision of local assessments has been 
most recently added, but with the vigorous use now being made of 
its supervisory powers by the New York Commission this branch 
of the work promises to become one of the most important. The 

1 Indiana State Board of Tax Commissioners, Report, 1910, p. 5. 

2 Cf. Agger, The Budget in the American Commonwealths, for a description of the 


condition of state budgets. Also below, ch. 8, for the improvements in state finance 
introduced by the Wisconsin commission. 
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principal duty of this department at present is the supervision of 
the local assessment and equalization methods.1 

The expense has grown by leaps and bounds until today the 
New York Commission is spending more, with one exception, than 
any other tax department in the country.2, The phenomenal 
increase is shown by the figures below, for various annual periods :3 


APPROPRIATIONS FOR THE NEw York Tax CoMMISSION 


Year Appropriation Year Appropriation 
PODS eee = PIG. 200 LOUA ee ene cae ers $201,711 
TOO2 Me aha cen ay 60,500 TOLOseeeeernerrore ts 255,302 
LOG eee Sea PLO .O2O 


Some explanation for this high level of outlay may be found in the 
fact that all expenses for’such services are normally higher in the 
East. 

The Wisconsin commission has organized four main bureaus — 
general, statistical, income tax, and inheritance tax. In the 
general office, which is under the direct supervision of the com- 
mission, there is provided a secretary, a chief clerk, and the 
necessary stenographic assistance. The heads of the other 
bureaus are each provided with assistants and the necessary 
office and field forces. The statistical department keeps from three 
to fifteen men in the field collecting sales data and supervising the 
installation of local uniform accounting systems. The income tax 
bureau has supervision over the forty-one assessors of incomes. 
The cleavage lines run somewhat differently in the two organiza- 
tions. In Wisconsin the commission has retained under its own 
direction the more general aspects of each function, and has dele- 
gated to the different bureaus the more direct supervision of the 
departmental duties; in New York the various phases have been 
more completely delegated to the several bureaus and the com- 


1 Cf. below, ch. 6. 

2 This exception is the Massachusetts tax department, which has received the 
large appropriation of $310,000 for 1917, for the administration of the new income 
tax. The addition of the regular appropriation of $108,750 for ordinary expenses 
places the Massachusetts tax department in the lead in total expenditures. 

3 Compiled from the annual reports of the Comptroller. The amount requested 


for 1917 was $301,195. 
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missioners are relieved from the necessity of direct contact with 
the actual operations of the tax system, a relief which may lead 
to avoidance of the intensive study of the problem which has 
been continued by the members of the Wisconsin commission. 
The material equipment of these two commissions is no less 
extensive and complete than the personal organization. Both 
have excellent libraries on finance, with skilled librarians in 
charge.! Cases and cabinets for filing records and correspondence, 
adding machines, rapid calculators, and numerous other devices 
have been provided. The correspondence of the Wisconsin com- 
mission has been indexed by subjects and the library has been 
catalogued. The whole mass of information which is being accu- 
mulated is constantly ready at hand with a minimum of delay for 
the investigator as well as the members of the commission. 
Several other state commissions are fairly well equipped, but 
none were found to be so well provided for as those of New York 
and Wisconsin. West Virginia was the only state west of the 
Appalachians to employ a permanent statistician. The Minne- 
sota commission has had the assistance of statisticians from the 
University in various stages of its work. The statistical work of 
the other western commissions has been done by the chief clerk, 
the secretary or a member of the commission who has happened 
to have a bent for figures. The library of the Minnesota com- 
mission was found in 1911 to be the largest of the special libraries, 
but it was uncatalogued and there was no special librarian in 
charge. Aside from these three instances, no other collections of 
literature on public finance of any significance have been made. 
Many of the western commissions were found to be inadequately 
quartered and suffering from insufficient financial support. The 
Indiana board possessed the most limited equipment and quar- 
ters of any of the commissions visited in 1911. It occupied one 
room in the capitol building. This room adjoined the offices of the 
auditor of state, by whose clerks the necessary statistical and 
stenographic work was done. The deputy auditor has always 
served as secretary of the commission. There were no adequate 


1 The library of the New York commission was damaged by the fire in the 
capitol building in 1912. 
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facilities for the collection and preservation of data, and the 
biennial reports were not to be found except in the archives of 
the state library.! 


1 The writer visited Indianapolis for the purpose of gathering data for this study 
in 1911. Subsequent visits were made in March and September, 1916. The quar- 
ters had not been extended in 1916. 
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APPENDIX TO CHAPTER IV 


Some STATISTICS ON THE Cost OF VARIOUS TAX COMMISSIONS 


The expenditures of a few of the representative tax commissions are here- 
with given. These figures are not always published in the periodical reports, 
and in few cases is there a detailed analysis of the outlays. 


Tue WISCONSIN TAX COMMISSION 4 


Year Total expenses Year Total expenses 
EQOO MM Ae ree Onn 2 LO U2) atta skeet Eo 20K: 
MOMs ascooncacms Monti LOLS Ge ee eee SoA Od: 
MO cccmoriacacy  Oniigre LOLAC Ha Aer LOS SOOS 
TOOL ssa oaeek | eA 75000 LOLS: oe ae ee Ee LOUs EO? 
TOMA socencoscou Gey TOE Oe ee EL OOS 7 
WOM loineomogoma enter 


The marked increase after 1903 was due to the assumption of the railroad 
assessment. The additional cost of the income tax department and the ad- 
ministration of the local accounting systems have been most responsible for 
the increases in recent years. For 1916 the detailed expenditures were as 
follows: 


Generallofiicemere et eran ee ate Oe aaa me 272000) 
StatisticcyamdeaccOuntsss marie ate ere r kee eee eee 7 OO 
Joint engineering department yo8 sei eee een eee ea 
Inberitanceytaxan coasts pear tek aie ee ore eee ere 5,866 

Income tax 
Generaliotice emer trss cr seke canter ann mae Meme eet 8,002 
Bielden gt catia sncc ners eek en Cu rae ee arr ee te EOS OO 
Total aic pen Sevocisrtse te.ce etek Cee ee ee LOOSE a7 


In 1916 the tax commission appropriation was credited with $8,757.87 as 
reimbursements for installing systems of accounts and auditing records for 
municipalities. The cost of reassessments and reviews of assessments are 
no longer charged to the commission.” The field expenses for the adminis- 
tration of the income tax include the salaries of the income tax assessors. 

The expenses of the Michigan board of tax commissioners since 1913 
have been as follows: 


Year Expenditures 
TOL Sot ancachoyy Oslo g ssn os abate awa se AIA Oe ee RR ero cee me LOGLOOM 
LOLA reer tiserecgvars ate vcte cts dabaiearde speed NAS PCIE CE EN LOE OOS 
TOL G5.) & sap wema Meu oksys ic) tessy oe es kapeaeats an cpa ate me eee LS IESE 
TOTO jensen ein ina Seaeee ey or Peet hale arr eaOR CRen ereeIR 205,405 


1 Wisconsin Tax Commission, Report, 1914, pp. 2-8; ibid., 1916, p. 2. 
2 Laws of Wisconsin, 1915, ch. 627. 


STATE TAX DEPARTMENTS 147 


The biennial appropriations for the Washington Board of Tax Commis- 
sioners have been as follows: } 


Biennium 


Appropriation 
T OOS -OOLENE nate ier tat eee Aa Erne te as cre ge) 27,000) 
TOOT OO Ra eed gies i gee au (a Mrs Ais i saree ant, Meda OOO 
QO DO iis i coe aitctys fa. taiar dulce yap ties ptousti soho ications is Sxieiy yl S700 
TQ 2 eo epee nan miata ie manne Sawant Lake Way eh toe. CAO OOO: 
LOT GAY oe de deacons eben adie laterh ewe ree rec ete cache tines kaye a BOO. 
POTS STO caer es saci hashes ORs) yee eee Eee gee AT OOO, 


Appropriations for the Kansas Tax Commission, by principal items of 
expenditure, have been as follows: 2 


Year Salaries Contingent ere ee ey oe Totals 
TOOS s.r =- |) PIOVOOsIDS ROT Oui oo ey. oss ~..2. [$15,807.26 
EBON] ee a sei)  LO:700' |) 4,228.00 Ey eal Le OOOLOO Aim racers 15,928.60 
POLO e 2 ee LOM OO. Ii OG250N|p12630:00)| 9 1.2.55:00 Pe bee, 15,876.46 
EGLUE Eo eee LO OOM MLOSOLLa mh ony 75723 982.91 Reyes 15,508.27 
TQIl2..-:.-----| 10;700 | 1,056.80 || 3,485.88 | 1,647.20 |$1,027.84 | 10,817.11 
EQUS eyes reste) LO, 00 let A700. 103 075¢O0 ll 1d, ST.00 ull ete a 17,594.00 
Tee aa mases os) Lickr/sen||, Kieyymeeh | Gia oon| salterolole) De 16,628.00 
TOUS eae 1070011) 1, 8 TOLOON 134003 -00.|Nl, 35.00 Bae 16,274.00 
TOLO ogee ET.O800) IeA62.001) 1.840500) er 858.00 Marrs 16,996.00 


The expenditures of the West Virginia Tax Commissioner have been as 
follows: # 


Year Expense Year Expense 
TLOOSei te pee ide O54 37 MOPMEA Ao ponadan sis eye 
TOOO men r ee ineea me 37500) aif oy RO), Perera Omete 24,122 
TOO7ecee oe ease LO,045 IOP Eee ats, No ISH GNIOT 19,310 (g months) 
TOOS Esta Nee arte LO;035 TOLAG Jerseys) | BL, 200 
TOO MMC ken 01220 LOLS. cae ae a eS ON TOL 
FOLOue era iueisias S470 LOLOe ei ee 035305 


1 From the reports of the tax commission. 

2 Data supplied by the chairman of the tax commission, 

3 From the reports of the tax commissioner. The figures include the cost of the department of 
public accounting after 1908. 
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The Ohio Tax Commission presents the following summary of its expend- 
itures: } 


6 piohtha) IQII Ig12 I9I3 IQI4 IQI5 

Salaries, clerks, etc. .. .| $13,948 | $54,329 | $50,006 | $48,687 | $55,803 | $42,911 
Rentiol Ofices are 928 3,865 4,230 4,072 3,800 3,999 
(Contingent aeepeenees ST, 4,043 2,540 2,209 3,598 2,546 
abravellingaceen eee 484 1,396 1,525 Teor 4,048 1,403 
Furniture, carpets..... 1,500 1,854 200 3 de) 298 
Steel ilereases nea ee 290 310 516 402 251 82 
Quadrennial appraisal .| .... 416 

Totals.........| $18,729 | $66,816 | $59,018 | $56,573 | $67,601 | $51,242 


1 Ohio Tax Commission, Report, 1915, p. 20. 


CHAPTER V 


THE STATE BOARD OF TAX COMMISSIONERS OF 
INDIANA! 


THE significance of the law passed by Indiana in 1891 may best be 
appreciated by recalling the condition of tax administration 
throughout the country at that time. The centralizing process 
had begun and numerous state boards for equalization and for 
corporate assessment had been created. In the assessment of 
corporations material gains had been achieved, but the conditions 
were still quite unsatisfactory because of the limited powers and 
ex officio character of these early boards.? On the other hand the 
boards of equalization had proved quite incapable of checking 
the deterioration of the general property tax. The weakest link 
in the chain was, as it had always been, the local assessor. None 
of the boards established previous to 1891 had the slightest con- 
trol over his acts; and without that control his errors and willful 
violations of law were perfectly secure against correction. True, 
the remedy of impeachment was available, but everywhere the 
courts required proof of intent, which was always difficult to 
obtain, and there was no remedy for sheer incompetence. In 
California the state board of equalization had attempted to 
exercise a very slight corrective influence, but it was quickly 
checked by the courts. The gravity of the situation had been 
appreciated by numerous special tax commissions that had been 
created previous to 1891,‘ but in most instances many years were 
destined to elapse before the suggestions of these bodies were to 
bear fruit. Aside from these transient centers of thought, there 
was little appreciation anywhere of the possibility of reform 
through greater administrative centralization. 


1 Rawles, Centralizing Tendencies in the Administration of Indiana, ch. 6, gives 
valuable historical material. 
2 It will be remembered that in some cases the same board performed both 
functions. Cf. above, p. 34. 
3 Cf. above, pp. 89 ff. 4 Cf. Chapman, op. cit., pp. 96, 97. 
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The exact origin of the idea in Indiana is obscure. There had 
been a long preliminary period of experiment in which many dif- 
ferent forms of tax administration, more or less centralized, were 
tried; but in none of the early administrative experiments had 
there been central control over the original local assessments. The 
assessor had been at different times a county and a township 
official; ! the county board of equalization had been at one time 
an appointive, at another time an ex officio, board; * and in 1852 
state and district boards of equalization had been established.* 
The state board of equalization was reorganized in 1872,‘ but it 
was unable to check competitive undervaluation and the spread 
of increasingly inequitable assessments.° The assessment of 
lands and lots actually declined from 1879 to 1889, while the total 
for personal property increased but slightly in this time. Central 
assessment of corporations was introduced in 1872, but the results 
had been hopelessly inadequate and the initial suggestion for the 
establishment of the board of state tax commissioners was prob- 
ably prompted by the desire to increase the taxes on this class of 
property.* The state auditor recommended in 1890 the appoint- 
ment of one or more agents to gather data upon which a more 
equitable corporate assessment could be made.’ In 1891 Gover- 
nor Hovey proposed the establishment of a board of railroad 
commissioners who should have general supervision over the 
railroads, with extensive powers of investigation and examination 
of books and property.’ In this form the plan failed, as did one 

1 Cf. Rawles, op. cit., ch. 6. 

2 Tbid., pp. 264, 270. 

3 Revised Statutes of Indiana, 1852, i, p. 274, § 7. 

4 Laws of Indiana, 1872, ch. 37, § 284. 

® The platforms of both Republican and Democratic parties in 1886 demanded 
a better equalization of assessments. 

6 The Illinois special commission of 1886 had proposed a permanent state tax 
commission. The suggestion may have been taken from this report. Cf. address 
by the author of the bill, Judge T. E. Howard, at the Buffalo Tax Conference, 1901, 
Proceedings, pp. 84-88. J. P. Dunn, who was state librarian at the time, gives an 
account of the factors which led to the bill, in Proceedings of First State Tax Con- 
ference, 1914, pp. 33-36. Cf. also Dunn, The New Tax Law of Indiana, Indi- 
anapolis, 1892, p. 6. 

7 Auditor’s Report, 1890, p. 8. 

8 Rawles, op. cit., p. 292. 
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for separation of the sources of state and local revenue but the bill 
creating the new tax board emerged during the session, probably 
as a compromise measure. 

The pressure for tax reform was made stronger by the condition 
of the state’s revenues. The state debt was growing at the rate of 
$500,000 annually.! A few years after the administrative changes 
were made the debt was being reduced at the rate of $800,000 
annually.’ 

The act of March 6, 1891, which inaugurated the new era in 
taxation in Indiana, made two very important changes in the 
administrative organization and one in the wording of the tax 
law. The latter substituted the standard of “ true cash value ” 
for that of “ fair value,” which had previously been the basis of 
assessment.*? Under the criterion of fair value, it had been pos- 
sible for the assessors honestly to depart from the full valuation 
and to do so without being technically guilty of violating the law 
as long as they applied the same standard to the entire district. 
This verbal change established one definite and uniform standard; 
though without proper administration it was no guarantee 
against inequitable assessment. 

The first of the two administrative improvements was the 
revival of the elective office of county assessor. The revival was 
not a reversion to the earlier type, however, but a distinct and 
valuable contribution to the new form of administrative organ- 
ization then in process of development. The earlier county 
assessor had been the chief assessing officer, over whom no 
central control existed; the later county assessor was a super- 
visory official through whom direct and effective contact was to 
be established and maintained between the central head and the 
local members of the fiscal organization. 

The second improvement was the creation of the board of state 
tax commissioners. This new board superseded the state board 
of equalization and took over its functions of equalization and 
corporation assessment. In addition, and most significant for the 


1 Auditor’s Report, 1890, pp. 7, 8. 
2 State Board of Tax Commissioners, Report, 1895, pp. 4, 7- 
3 Laws of Indiana, 1891, ch. 99. 
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new direction of tax reform, the new board was given general 
supervision over the tax system. This control was chiefly advisory 
and it proved insufficient to prevent in Indiana the recurrence of 
the old abuses. But it was the beginning of a new administrative 
policy and the first results accomplished were sufficiently valu- 
able to demonstrate the possibilities of central control. 

The board was originally composed of the governor, the secre- 
tary, and auditor of state, and two members appointed by the 
governor. The retention of the state executive officers on the new 
board avoided a complete break with the past; but this advan- 
tage was overbalanced by the disadvantages of ex officio members. 
The Indiana plan has been followed in some other states and 
nowhere have the results been improved thereby. In 1907 a third 
appointive member was substituted for the governor. This 
change gave a majority to the appointive members, supposedly 
the experts on taxation, but the ruts of customary procedure had 
by this time worn too deep to permit of radical departure from the 
former practices and general attitude toward the problem. The 
first indications of a break with the reactionary attitude so long 
characteristic of the Indiana board have come only with the 
complete change of personnel since 1910. 


EQUALIZATION 


The possibilities of equalization have remained almost unde- 
veloped in Indiana. The direct descent of the board of tax com- 
missioners from the earlier board of equalization insured a certain 
continuity of practice; the statutory limitations have always 
compelled the use of superficial and mechanical methods of 
equalization; and thus environment has finished what heredity 
began. The board of tax commissioners is required to hold three 
sessions annually.? The first session is for the assessment of the 
public utilities and may last fifty days. The second session must 
close in twelve days and in this time the board must hear appeals 
from the public utilities and consider, for not more than five days, 
the general property tax returns from the counties. The third 


1 Laws of Indiana, 1907, ch. 93. 
2 Tax Laws of Indiana, ed. of 1912, pp. 144-146, 154. 
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session is given over to appeals and applications for revision of 
assessment and the equalization of general property assessments. 
The business of this session must be completed in fifteen days, 
though an extension to twenty days is allowed in the years in 
which real estate is to be equalized. A further special extension of 
not more than ten days in any one year is authorized provided the 
press of business to be transacted requires it. 

The time that may be given to equalization consists, therefore, 
of the five days of the second session and such part of the third 
session as may be devoted to that purpose. When it is remem- 
bered that the final session must afford opportunity for all of the 
appeals which may be carried by individuals to the board, the 
prescribed limits of this session, even with the optional extensions, 
appear entirely too short for the careful investigation of local 
assessments. The board has sometimes realized this fact and has 
occasionally recommended an extension; 1 but it has expressed no 
deep-seated conviction of the futility of equalizations so con- 
ducted. On the contrary, it has been disposed at times to regard 
the results with considerable satisfaction, as in the following 
comment upon the real estate revaluation of 1899:? 

The township assessors and the county boards of review were so thorough 
and exacting in their work, and so accurate and judicious in their valuation, 


that when such valuations were certified to this board and compiled, it was 
found that few changes were necessary. 


Again, in 1903, real property was said to have been put on the 
duplicate at a “ fair cash value.” * The county assessors were 
told in 1914 that Indiana had the best tax law and was getting the 
best results in assessment, of any state in the Union.t The 
utterly inadequate figures published by the board make it impos- 
sible to examine these claims, especially as to the assessment of 
personal property, for which no figures are published except the 
county aggregates. Such tests as are possible, however, point to 
the conclusion that a considerable degree of inequality still 
prevails in the local assessments. 

1 State Board of Tax Commissioners, Report, 1903, p. 7; ibid., 1907, p. 7- 

2 Tbid., 1901, p. 6. 3 Thid., 1903, p. 5. 

4 Proceedings of Annual Convention of County Assessors, 1914, Ppp. 39, 40. Re- 
marks of Commissioner Link. 
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The first test is a comparison of the 13th Census valuation of 
farm lands and the improvements thereon, with the assessed 
valuation of lands and improvements. It is conceded, nay 
emphasized, that such a comparison is valid only in a general way 
inasmuch as there are possible discrepancies in the quantities of 
property included in the two enumerations; in the definition of 
the term “‘ improvements ”’; and also on account of the different 
frame of mind induced in the owners of property by the census 
enumerator and the tax assessor. However, with all due allow- 
ance, it is believed that the ratio of assessed to census valuation 
of substantially the same property, within a reasonably close 
period, will be of value as a test of the equality of assessments. 
The table below is based upon a comparison of the assessed 
valuation of each county for each of the years 1909, 1910, and 
1911 with the census valuation of 1910. The local figures for 
1909 and 1910 were based on the reassessment of real estate in 
1907 modified annually by the variations in the assessment of 
improvements. A new quadrennial appraisal of real property was 
made in 1g1t. 


NUMBER OF COUNTIES ASSESSED AT GIVEN PERCENTAGES OF CENSUS VALUE! 


Number of Counties in 


Percentage groups 1900 I9I0 IQII 
PLO KOTO Ko ere SEA POCONO SAO OS Oe I z: Se 
ZOU SAO aks he eer Speen ae ees eae RTS II 6 
B59 0 masa a ane OSE eo en 2 20 15 
AOL ARO cae honcho Or ee 27 30 
AG AO On mae ee EE eo eT 21 26 
OU ESA LOTS wrest Seer ee nO 7 8 
Re ELS] MPa REAR OO Homi le Ooo Uo) I 5 
OO-ANnGiOVene srry. hee eter ee et Seer ek sO I 2 


The ratio of the total assessment of lands and improvements for 
the entire state to the total census valuation of farm lands was 
41.8 per cent. In each of the first two years there were forty- 
seven counties, or one more than half of the total number, 


1 Based on figures from the report for 1909-10, and additional figures furnished 
by the board. Lake county was omitted in all three years because of improper re- 
turns from the county auditor; Orange county was omitted in 1909 and roro for 
the same reason. 
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assessed within 5 per cent of this average ratio. This number had 
dropped to forty-five in 1911, but the reappraisement of that 
year had caused a general upward shift of the ratios representing 
a comparison with the census figures of 1910. While about one- 
half of the counties are seen to have been fairly evenly assessed 
and equalized, the other half display a widening range of varia- 
tions from the state average. For the greater number of these, 
the variation was not in excess of 10 per cent in either direction, 
and the number of counties that were at great variance was small. 
Viewed in this way, there appears to have been a fairly close 
approximation to equality in the assessment and equalization of 
farm lands and improvements. But it must be remembered that 
individual counties were ranging from less than 30 per cent to 
more than 60 per cent of the census valuation; and that in 1910, 
for instance, there were thirty-two counties which varied from 
each other by as much as to per cent to 20 per cent. So far asa 
judgment is permissible from the census figures, the differences 
do not appear to have been excessive, if only the relations between 
groups of counties are considered; but if account is taken of 
individual variations, considerable inequality of assessment 
prevailed in rort. 

This conclusion is supported by another comparison which has 
been made between the assessed valuation of all property in each 
county in 1910 with the census valuation of all farm property in 
that year. The former should exceed the latter, on a full value 
basis, since it includes all of the latter and in addition all of the 
real and personal property in the municipalities. The results of 
this comparison for certain counties, grouped on the basis of the 
13th Census average value of farm lands, are given in the table 
on the following page.! 

These figures suggest the existence, in Indiana, of a tendency so 
often observed in other states toward progressive undervaluation 
of the more valuable properties. The two groups of counties with 
the lowest values of farm lands show the smallest proportions in 
the lowest percentage groups, and the group of counties contain- 


1 Data from 13th Census, vi, and State Board of Tax Commissioners, Report, 
IgI0. 
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ing the cheapest land in the state shows the largest number in the 
highest percentage group. The higher the census average value 
of farm lands, the greater the proportion of counties in the lower 
percentage groups. Of the five counties in the state having the 
most valuable farm lands, none is found in either of the upper 
two percentage groups. There would naturally be more property 
of all sorts in the richer counties than in the poorer ones, but 
these figures seem to indicate that the basis of assessment is 
higher in the latter; and that in so far as the distribution of the 
state tax is concerned, the poorer counties are discriminated 


NUMBER OF COUNTIES IN EACH PERCENTAGE GROUP—PERCENTAGES SHOWING 
RELATION OF ASSESSED VALUATION OF ALL PROPERTY, IQIO, TO 
CENSUS VALUATION OF ALL FARM PROPERTY, IQIO 


I Il Ill IV 
12 Southern ro Northern 20 Middle 5 Middle coun- 
Percentage groups counties, aver- | counties, aver- | counties, aver- | ties, average 
age value, age value, age value, value, farms, 
farms, $10-25 farms, $50-75 | farms, $75-100 | $100 and over 
per acre per acre per acre per acre 
AS WOA Ode reat vomienets 2 2 6 
OS = S40 ae eee 6 4 9 I 
SSMCV Os ou can moddiun 0 I 2 3 
WOS Gel OWE! s cogs cvece 3 2 2 


against. In 1g11 the state tax amounted to almost $6,500,000, 
and in 1913 it was $6,378,000.1 The situation has not been im- 
proved since 1911. The complete results of the reassessment of 
real estate in 1915 are not yet available, but the general opinion, 
freely expressed at the state conferences in 1914, was that as- 
sessments were still quite unequal.? It is very doubtful if the 
general revaluation of 1915 accomplished any radical change in 
the situation. 

The conclusions which have been stated above have been sus- 
tained by the data recently published by the Special Commission 
on Taxation. The statistical portion of this commission’s report 
consists of bare tables without explanation of the methods em- 

1 State Board of Tax Commissioners, 1912, p. 27; ibid., 1914, Pp. 22. 


* Cf. especially, address of Commissioner Wolcott, Proceedings of Second Con~ 
ference on Taxation, pp. 59-66. 
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ployed in collecting and testing the material contained in them. 
Perhaps the most significant figures are those given below: } 


RATIO OF ASSESSED TO TRUE VALUE OF LAND AND Lots By Groups 


ee ee ve es | Poe |e, 
Per cent 
PRO A ecge piace ctcetcone 3,102 35.16 5,072 41.00 37.79 
Under GEOR: Sees 2 412 52.36 1,422 46.04 47.49 
$500-  1,000....... 403 46.90 1,178 46.28 46.44 
TOOO— (2: FOO cine Heiss. 815 42.40 1,883 43-11 42.89 
PROG §.OO0d. mace 672 36.40 833 40.14 38.44 
BIOOO—1LO.000. be.c5 2 472 35.04 262 39.27 37.08 
I0,000— 25,000....... 287 32.43 74 40.30 33.99 
2REOOO= 50,0005 . Ginnie 34 20-44 13 37.50 31.83 
50,O00—-100,000....... 7 29.04 5 24.00 26.81 
Oyer: 100,000... .... aso Eee 2 44.50 44.50 


These figures give the ratios of assessed to true value of the land 
and lots in thirty-six counties in which sales data were collected 
for the special commission on taxation. Because of the uncer- 
tainty as to the methods employed in collecting and interpreting 
the sales data and also because of the small number of transac- 
tions in some of the property groups, these figures are offered 
simply as additional testimony of the condition of assessments in 
Indiana at the present time. Assuming their reliability, they 
confirm the conclusion that has been quite generally reached as 
to the progressive undervaluation of the more valuable proper- 
ties. Other figures published in the report of the special com- 
mission indicate a wide range of variation in the average county 
ratios, that is, a considerable inequality in the local assess- 
ments. Though disagreeing in some of their conclusions and 
recommendations, all members of the special commission were 
fully convinced that property was listed at present in Indiana 
at greatly different percentages of full value in the different tax 
districts.” 

1 Report of the Special Commission on Taxation, 1916, p. 247. 

2 Reports of Majority and Minority of the Special Commission on Taxation, 1916, 


pp. v, vi, xv, xxix. This report is reviewed in National Tax Bulletin, I, pp. 
125-132. 
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A very considerable inequality exists, also, among the various 
classes of personal property and between personalty and realty. 
In 1912 the board inaugurated the policy of offering a reduction 
of 25 per cent from personal property assessments in equalization, 
with a view to securing fuller assessment of personalty.! This 
appeal to the great American instinct for a good bargain was 
measurably successful in increasing the aggregate equalized 
valuation of personal property. It could not have greatly pro- 
moted equality of assessments for it left the assessing officials 
strictly on the defensive with a decided advantage still on the 
side of the taxpayer. 

The special commission on taxation published but little 
material relative to personal property assessments.? The report 
of the Real Estate Dealers’ Association, covering a canvass of 
such dealers over the state, disclosed very diverse estimates of the 
percentage of full value attained in assessing various classes of 
property. All were agreed, however, that only a very small pro- 
portion of the taxable intangible property reached the duplicate.* 
Tangibles were estimated to be assessed all the way from to per 
cent to 100 per cent, with a general average of all estimates of 
55-97 per cent for the state. One of the best assessed groups of 
tangible personalty in every state is live stock. Data compiled 
by the special commission revealed a very serious condition of 
omission of live stock and of undervaluation of that portion of 
such property actually listed for taxation. The results of this 
comparison for 1916 are given below.‘ Similar data were compiled 
for the two preceding years, and they indicate a steady decline at 


1 Proceedings of the Conference of County Assessors, 1912, pp. 29, 30. 

2 Report of the Special Commission on Taxation, 1916, pp. 396-406. 

3 [bid., pp. 231-236. 

4 The following figures present a comparison of equalized values with the fed- 
eral returns of true numbers and values of certain classes of farm animals, for the 
year 1916: 


Percentage of assessed Percentage of number 
value to federal returns assessed to federal 


Class of animals of true value returns 
Florsesiand mulesirccs. anieccrtentavcs suse eine 41.35 50.35 
Cattlerne: pitino rico tee lo mene memtiae acer. 43.62 69.64 
HOgsivie aia ote eniy deren tmteke ete ener tien: 28.30 37-99 
Sheepiand! Soats cre cicneecrmedeae eres terse 21.22 27.16 


Report of the Special Commission on Taxation, pp. 404, 406. 
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practically every point. The assessment of live stock has been 
clearly degenerating in recent years. 

We turn now to an examination of the reasons for this rather 
complete failure of the state equalization in Indiana. The first 
reason is the absence of sufficient data. The law should allow 
more time for equalization and should make more ample provi- 
sion for the compilation of data of values. The board has never 
had adequate office equipment, clerical or otherwise, for the col- 
lection of information relative to values and assessments. A 
personal observation of the materials and methods used in the 
equalization of 1910 confirms the conclusion of its perfunctory 
character. Absolutely no data had been collected concerning 
relative land values. The only figures relative to the assessment 
of personal property were the average values of certain classes. 
The state board merely ‘‘ checks up on the assessments by con- 
sideration of the average valuations as reported from the coun- 
ties.”! Average values of farm animals may serve some purpose, 
and the board was able to show, in this case, that greater equality 
was obtained in 1914 than in 1913.2, But average values alone 
can be of almost no service in equalizing many classes of per- 
sonal property, including all forms of intangible property. The 
impression gained by the present writer from a personal inspec- 
tion of the materials was that the whole process of equalization 
among counties in 1911 had been one of the roughest guess- 
work, of which only the crudest and most fragmentary records 
remained.* 

A second reason, operative only in recent years, has been the 
restriction of the board’s authority by the courts. The law pro- 
vides that counties shall be equalized by adding to or deducting 
from the aggregate valuation of the lands, town and city lots, 
and personal property such percentages as shall reduce the same 
to its proper value.* For twenty years the board understood that 
it had power to equalize each of these classes separately, but in 

1 Personal Letter from Commissioner D. M. Link, May 2, 1912. 

2 State Board of Tax Commissioners, Report, 1914, p. 10. 

3 A personal visit was made to Indianapolis in February, 1911, and subsequent 


visits have been made at different times. 
4 Tax Laws of Indiana, 1912, § 191. 
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rgit the courts held such a method invalid.t During the years in 
which the board’s construction prevailed, so little use was made 
of the privilege of equalizing by classes that no objection was 
raised. The courts interdicted this method only as it began to be 
more energetically applied. In 1912 the board pointed out the 
obvious injustice which would result from any vigorous equaliza- 
tion under this restriction (z. e., the increase or decrease of the 
county as a whole) and defended its failure to take action on 
personal property in the resolution given below.” 

While this course was probably the wisest possible under the 
circumstances, its evident weakness emphasizes the importance 
of adequate authority for the control of assessments. Moreover, 
the resolution suggests a third reason for the failure to develop 
more effective methods. This is the feeling — which has appar- 
ently prevailed during the greater part of the board’s existence — 
that the work of the local assessors, under such supervision as has 
been given, has required little scrutiny and less change, in order 
to attain justice. Such an attitude has rendered the board indif- 
ferent, if not blind, to the weaknesses of the law and the need for * 
better methods of procedure.’ This point of view was in part the 


1 Bell v. Meeker, 39 Ind. App. 224. Gray v. Foster, 46 Ind. App. 149. Also, 
Proceedings of the Conference of County Assessors, 1911, p. 40. 

2 The following resolution was adopted in 1912: “ Be it Resolved, That while 
there are apparent discrepancies in the assessment of certain classes of personal 
property in the various counties of the state, we are of the opinion that such dis- 
crepancies do not work such an injustice between the counties as requires the action 
of this Board. 

“Our action upon the subject of equalizing the assessments of the counties is, 
by statute, confined to the raising or lowering of the assessment of all the personal 
property of one or more of the counties. Nine-tenths of the taxes raised in each 
county is consumed in the county, and the important thing in the matter of equali- 
zation is to have equal assessments within the county. If we should raise or lower 
the assessment in any county we would probably do more in justice between the 
taxpayers of that county than we would gain in the attempt to equalize between 
the counties. Be it further 

“ Resolved, That as each county has represented that the people of the county 
are satisfied with the local assessment made this year, we deem it to be our duty to 
let the local assessment of personal property stand as made by the local authori- 
ties.” State Board of Tax Commissioners, Proceedings, 1912, pp. 370, 371. In 1913, 
25 counties were raised, but, in 1914 only one increase was made. State Board of 
Tax Commissioners, Report, 1914, pp. 10, II. 

’ The report for rg12 contained the first recommendations of any importance 
for changes in the tax law that have ever been made. Cf. Report, 1912, pp. 10-16. 
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product of the comparatively successful results of the first years 
of centralized administration. The new administrative machinery, 
with all of its imperfections, was so vastly superior to the former 
decentralized organization that material gains were made in the 
assessment of property.’ In its earlier years the board emphasized 
the escape of personal property and the unequal basis of assess- 
ment; and in 1894 it called the first convention of county asses- 
sors to promote better assessments.? But by the end of the first 
decade the tone of its discussions had distinctly shifted and in 
IgO1 it asserted that “all tangible property is assessed, and has 
been for years, at its cash value.’’* At the conference of the 
county assessors in 1914 a member of the board declared that 
the assessors were getting a greater per cent of intangible prop- 
erty upon the tax duplicate in Indiana than in any other state. 
And in 1914 the aggregate assessment of personalty fell below 
that of 1913 by almost $5,000,000. During the years in which 
the Indiana system was unique the officials fell into a boastful 
way of characterizing the Indiana tax law as the best in the 
Union. In so far as reference was had to the new system of super- 
vision, there was some foundation for this elation. The ancient 
habit persists and crops out in family gatherings like the asses- 
sors’ conventions but it denotes today simply inexcusable igno- 
rance of conditions both at home and abroad. Happily, there 
are some signs that this point of view is passing. In 1912 doubt 
was expressed as to the possibility of successful administration 
of the general property tax. This is the first intimation to be 
found in the published reports that the general property tax is 

1 See figures below, p. 181. 

2 State Board of Tax Commissioners, Report, 1895, pp. 5, 7- 

3 [bid., 1901, p. 9. Sentiments like these were not confined to members of the 
Board. The attorney-general, in addressing the county assessors in 1900, said: 

‘““T believe there is less tax-dodging in Indiana than in any state in the Union. 
People in Indiana are generally assessed for as much as they ought to be, and after 
the money is collected, I believe it will be more economically managed than are the 
finances of any other state, without any exception.” 

Proceedings of the Conference of County Assessors, 1900, p. 36. Cf. tbid., 1914, 
for expressions of similar views by various speakers. 

4 Remarks of Commissioner D. M. Link, ibid., 1914, p. 40. Cf. his remarks 


along the same line at National Tax Conference, 1912, Proceedings, p. 104. 
5 State Board of Tax Commissioners, Report, 1914, p. 12. 
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not the last word in tax systems. Two state tax conferences 
were held in 1914, in which the tax commissioners took active 
part. There was general agreement as to the failure of the tax 
system, but opinion has not yet crystallized on the proper lines 
of reform. 

The Commission on Taxation, which reported in 1916, was 
unfortunately unable to present a unanimous recommendation 
on the reforms to be proposed. The majority report was reac- 
tionary and inclined to the view that the general property tax was 
as good as any other tax system; and that the only difficulty 
lay in the defective administration under the board of tax com- 
missioners. They proposed a reorganization of this body with 
provision for more extensive powers of control over the adminis- 
tration of the tax system. The minority reports, and especially 
the one by Dr. W. A. Rawles, held out for a constitutional 
amendment and a thoroughgoing revision of the tax system as 
well as for the administrative reforms.! This regrettable division 
of the commission will probably delay any significant action 
upon the subject. 

A fourth important reason for the failure to develop a more 
effective system of dealing with the inequalities of local taxation, 
and possibly for the failure to perceive and attack the weaknesses 
of the existing tax system, is to be found in the unprogressive 
personnel of the board during the greater part of its history. The 
spoils system does not conduce to official efficiency and appoint- 
ments to the board have too often been made on account of 
political considerations. Such members have too often acted 
with a view to political rather than equitable results. Mr. Dunn 
declared that the first board reduced his railroad valuations 30 
per cent on the ground that acceptance of the full figures meant 
political suicide.2 The statement of Governor Hanly as he 
announced the reappointment of one member indicated the char- 
acter of the considerations upon which such appointments were 
too often made: ® 

1 Report of the Commission on Taxation, 1916, pp. V—-XXxvil. 

? J. P. Dunn, Remarks at the First State Conference on Taxation, Proceedings, 


1914, Pp. 32-44. 
3 Proceedings of the Conference of County Assessors, 1906, p. 5. 
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When I assumed the duties of my present position, I expected to appoint 
someone to succeed Mr. Martin. He was serving at the time under a second 
appointment. There were then and there are now many good and capable 
democrats in Indiana out of public office. All of them were and are willing 
to serve the state in any position of trust or profit, but the only opportunity 
they have had in recent years lies in the appointing power under statutes 
requiring minority membership on certain boards and commissions. 


The governor added that the friends of Mr. Martin had been so 
earnest, zealous and persistent that he had consented to his 
reappointment. The only saving feature of the situation, if such 
there were at all, was in the possibility that two terms had given 
the incumbent some fitness for the position over an untried candi- 
date, even though the ranks of the good democrats out of office 
were full. Such fitness as was possessed, or had been acquired 
during the two terms, was saved for the service of the state, 
however, not on account of any appreciation of its value which 
the governor might have felt; on the contrary, the sheer pressure 
of political friends forced a change in the governor’s plans.! 


ADMINISTRATION OF CORPORATION TAXES 


The history of corporate taxation, in Indiana, from the admin- 
istrative standpoint, may be divided into two periods, with the 
year 1872 as the division point. The earlier period was marked 
by a great variety of experiments in all of which local adminis- 
tration was an essential feature. In 1859 the assessors of the 
counties through which each line of railroad passed were con- 
stituted a board of railroad appraisers for that road.? The state 
board of equalization decided in this year that its authority did 
not extend to railroad assessments, which were in consequence 


1 Cf, Majority Report of the Commission on Taxation, of which Mr. Dunn was a 
member, and especially the following language: 

“The fault in Indiana has been primarily with the Governors of the State. 
The law of 1891 required that two (later three) members of the State Board should 
be ‘experts in taxation.’ There has never been a tax expert appointed to the Board 
since it was created. The law makes it the especial duty of this Board to see that 
the law is enforced but the law has not been enforced. The common excuse made 
by members of the Board for failure to assess property at true value, as required 
by law, is that it is their duty to ‘ equalize,’ and that their attention has been given 
to that.” Report, p. v. 

2 Laws of Indiana, 1859, ch. 1, § 6. 
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left without equalization of any sort. Six years later the board 
was authorized to hear appeals from the railroads and grant them 
relief; but the state could not appeal to the board, nor could the 
latter increase the assessment of any road.! 

The principal changes made by the revision of the tax law in 
1872 were the reorganization of the board of equalization and the 
introduction of central assessment of corporations. Previous to 
1872 the board of equalization had been composed of one member 
from each congressional district; it was now to consist of the 
governor, lieutenant governor, secretary, auditor, and treasurer 
of state. Railroad and telegraph companies were to be assessed 
by the new board, which was also to determine the corporate 
excess of private companies. The framework of this plan of rail- 
road taxation has endured to the present. Railroad property was 
to be returned in four main classes: “‘ Railroad track ”’; “‘ other 
real estate’; “rolling stock ”’; and “‘ other personal property.” 
The state board assessed all of the tangible property except the 
second class, which remained in the jurisdiction of the local 
assessors. Intangible elements of value were to be valued by 
deducting from the fair cash value of the capital stock the 
assessed valuation of tangible property.? The valuations of prop- 
erty and capital stock were to be apportioned to the tax districts 
on the mileage basis. 

Telegraph companies were required to furnish a statement of 
their capital stock and of their mileage in the state. The office 
furniture and other personal property of these companies were to 
be listed and assessed where located, by the local assessors. The 
capital stock was to be valued by the state board of equalization 
and apportioned to the tax districts on the basis of the miles of 
line in each district. 

All domestic corporations of every sort were to deliver annually 
to the county assessors a statement covering stock and bond 
issues and assessed valuation of tangible property. The state 
board was to value the capital stock and deduct the assessment 
of tangible property. Because of the difficulty of obtaining returns 


1 Laws of Indiana, 1865-66, Special Session, ch. 27, § 5. 
2 Laws of Indiana, 1872, ch. 37. 
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from small local companies the assessment of the capital stock of 
private corporations was transferred to the county boards of 
equalization in 1877.1 

The development of the system of corporation taxes was 
pushed further in 1873 by the imposition of taxes upon the gross 
receipts of foreign insurance companies and on the gross receipts 
of both foreign and domestic express and sleeping car companies.? 
Foreign telegraph and telephone companies were subjected to a 
similar tax in 1881.3 These taxes were held invalid ¢ and in 1889 
the ground of attack was shifted by imposing excise taxes on the 
privilege of doing business within the state.® Following the reor- 
ganization of the tax system in 18g1 the gross receipts taxes were 
gradually abandoned for the ad valorem method, administered 
by the state board of tax commissioners. Railroad companies 
were taxed by this board from the beginning; express, sleeping 
car, telegraph and telephone companies were added in 1893; ® 
and pipe line companies in 1901.7 In this year also the term 
“ railroad ”’ was extended to include street and interurban lines.® 
The only corporations subject to the gross earnings tax at the 
present time are foreign insurance companies and domestic 
navigation companies. 


RAILROAD TAXATION SINCE 1891 


The change in the administration of railroad taxes in 1891 
wrought little modification of the system itself, which remained, 
with one exception, substantially as adopted in 1872. The pro- 
visions for the taxation of corporate excess were omitted, by 


1 Laws of Indiana, 1877, ch. 89. 

2 [bid., 1873, ch. 93. 

3 Revised Statutes of Indiana, 1881, §§ 6353, 6354. 

4 Wolf v. Pullman Palace Car Co., 16 Fed. Rep. 193; State v. Woodruff Sleeping 
and Parlor Coach Co., 114 Ind. Rep. 155. 

5 Laws of Indiana, 1889, chs. 133, 215, 220. 

6 Jbid., 1893, ch. 171. 

7 Tbid., 1901, ch. 81. This transfer eliminated the taxation of franchises or cor- 
porate excess of these companies. The cities are interested in the abolition of 
state assessment in order to tax these elements once more. Cf. Proceedings of the 
Second State Tax Conference, 1914, pp. 170-172. 

8 Laws of Indiana, 1901, ch. 56. 
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which it might be inferred that intangible elements were no 
longer to be included in the railroad valuation. The statutory 
machinery for the collection of the data of values was left in the 
crude and indirect form established in 1872. All of the corpora- 
tions centrally assessed make their returns to the state auditor, 
who presents them to the board for the actual assessment. The 
latter is not restricted to the material obtained through the 
auditor, but the very fact that it is not directly concerned with 
the collection of the data upon which the assessment is made 
tends to discourage resort to wider sources of information. 
Furthermore, the nature of the data used relative to the value of 
railroad property emphasizes a piecemeal rather than a unit 
valuation. The four main classes were retained from the law of 
1872, and detailed reports were required on each of these classes; 
but with no consideration given to the intangible elements of 
value it is doubtful if the physical properties are properly valued 
as a profit-producing whole. The following specific facts are to be 
reported to the state auditor: ! 

1. The number of ties per mile, the weight of rail per yard used in main 
and side tracks, what joints and chairs are used in tracks, the ballast- 
ing of road, whether gravelled, stone or dirt, the number and quality of 
buildings and other structures on “‘ railroad track,” the length of time 
iron or steel in track has been used, and the length of time the road has 
been built. 

2. A statement showing: 

(a) the authorized capital stock and the number of shares. 

(6) the amount of paid-up capital stock. 

(c) the market value, or if no market value, then the actual value of 
the shares of stock. 


(d) the total indebtedness except for current expenses of operation. 
(e) the total assessed valuation of all tangible property in the state. 


The personal property other than rolling stock is to be locally 
assessed in the district of location on March 1. It will be noticed 
that the reports to be made do not include any information re- 
garding income, expenses, net earnings, amounts distributed as 
dividends or reinvested in the business, or carried as reserves. 
The auditor is empowered to call for any additional information 
that the board may desire, and the schedules sent out do provide 


1 Tax Laws of Indiana, ed. of 1912, pp. 105, 106. 
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for a very brief summary of the gross and net earnings and operat- 
ing expenses. The chief emphasis in the schedules is laid, how- 
ever, on the detailed facts concerning the tangible property. 
The earlier reports of the state board contain but little in- 
formation concerning the methods followed in the valuation of 
railroads. In 1891 this general statement was made: ! 


In arriving at the basis for the estimate of said values, the Board has con- 
sidered the cost of construction and equipment of said roads, the market 
value of the stocks and bonds, and the gross and net earnings of said roads, 
and all other matters appertaining thereto which would assist the Board in 
arriving at a true cash value of the same. 


There is nothing extant, however, to indicate the relative impor- 
tance assigned to any of these factors, or to the generous blanket 
provision of “ all other matters pertaining thereto.” In one of the 
numerous cases in which the validity of the act was attacked, the 
board repeated the above account of its methods; ? but the court 
held that it “ could not consider or review the question as to what 
evidence the board had acted upon in arriving at the valuation 
assessed.”’ The board testified that no element of franchise value 
had been included in the valuation. Indeed, any attempt to 
assess the franchise as such would quite probably have been 
illegal under the new law. This has left the board in a rather 
unfortunate situation. It may not include franchise value or 
corporate excess; it is therefore prevented from capitalizing the 
net earnings from business properly accreditable to Indiana. It 
has no means of knowing accurately the cost of the physical prop- 
erty in its present condition, since it has never made a physical 
survey of railroad property. Yet it must value the latter apart 
from any consideration of its earning power when used as a rail- 
road. One member of the board has recently stated to the writer 
that most prominence is given to the gross earnings, with such 
concessions as the various railroad representatives may be able to 
obtain by personal appeals to the board.* An arbitrary rating of 
a certain valuation per mile was given to the railroads some years 


1 State Board of Tax Commissioners, Report, 1891, p. 218. 
2 Railway Company v. Backus, 133 Ind. 625; 154 U.S. 412, 429. 
3 Interview with Commissioner D. M. Link, September, 1912. 
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ago and this estimate has been periodically revised according to 
the showing that the roads have been able to make. 

The results of railroad assessment may be briefly noticed. 
Below are given the figures for certain years under the former 
state board of equalization, together with comparative figures 
showing the growth of assessments since 1891: 


ASSESSMENT OF RAILROAD PROPERTY IN INDIANA! (MILLIONS) 
By State Board of 


Equalization By State Board of Tax Commissioners 
Year Steam R.R. Year Steam R.R. Street R.R. 
TOCOM ED Sora TOOAM a eee EOSCS $13.4 
TSSG aoa ans 55.0 TOQOO. 5. cartes 183.7 20.6 
MHOrccoacre Wea NOOSt era ae LOT PRG) 
LOLO a es LOOLO 22.4 


By State Board of Tax 


Comaiiones TOLQEEE ee en en 2O4e5 24.7 
WOW oncooss MOH I914........ 208.9 27.2 
1893. 159-4 
KODE ca vacac 154.8 
1899. 153-9 


The most interesting revelation in these figures is the great 
advance that was made in 1891 by the new board of tax commis- 
sioners. There had always been difficulty in securing a proper 
railroad assessment and popular dissatisfaction was strong, 
though it is impossible to say whether the railroads or the mass 
of citizens were really being favored. The increase of almost 
$100,000,000 did not bring the railroad assessment to full value, 
according to Mr. J. P. Dunn, who assisted in making the first 
valuation.? The board of tax commissioners reduced Mr. Dunn’s 
figures 30 per cent, with an additional decrease for Marion county, 
on the ground that other property was assessed at only 70 per 
cent of full value. The new law had given ample authority to 
raise other property to full value in the process of equalization, 
but according to Mr. Dunn this alternative was rejected as 
‘political suicide.”” At the very outset, therefore, the board 
established the precedent of violating the new legal standard of 
assessment. 
1 Compiled from the biennial reports of the board. 


* Cf. Address of J. P. Dunn at First State Tax Conference, Feb., 1914, Pro- 
ceedings, pp. 33-40. 
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The assessments declined through the nineties but by 1904 they 
had recovered the ground lost, a very slow recovery in view of the 
remarkable business prosperity since 1898. In 1904 the Census 
Bureau valued the operating property of Indiana railroads at 
$375,541,000, and on this basis the state board was assessing at 
44.1 per cent of full value. Some concession was natural and 
proper after the panics of 1893 and 1907; but in the earlier case 
the decline in assessments began in 1892, and therefore in ad- 
vance of the severe business depression, and in the second case 
the reductions were not begun until the second year after the 
panic. The dependence upon gross earnings as the chief factor 
in valuations would cause the assessment to lag behind the actual 
movement of earnings, and this appears to have been the case 
after 1907. In view of the close adherence to this criterion of 
value it might be worth while to abandon the ad valorem assess- 
ment for a regular tax on gross earnings. The board does not 
secure, with its present methods, an accurate assessment of the 
physical property and the legislature would probably be unwill- 
ing to provide the extension of staff and equipment to permit 
such a valuation. 

The low level of railroad assessments in Indiana is emphasized 
by a comparison of the average values per mile placed on certain 
roads which traverse both Indiana and Ohio: 


ASSESSED VALUATION PER MILE IN INDIANA AND Oarto } 


By Indiana Board By Ohio Tax Commission 
Railroad Company IQ12 1912 
13, ware OL Se Wee, Be do pane cand aks COOH $69,953 
CAC Gy anda tslas cia ran seca sar: 42,036 60,183 
TENS MANGAN Doe eee erate oes 92,439 134,693 
Pitts, ht. Weand Chic, a.0.7nm 03,530 210,095 
PCy Crandes tlw eee teas 43,379 111,833 


These averages were obtained by dividing the miles of main line 
into the total assessment of the road. Even after recognizing that 
the assessment of an interstate road in one state is not a certain 
index of the value of that portion of the road located in another 


1 Based on figures in the Reports of the Indiana and Ohio Tax Commissions, 
Ig12. 
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state, the comparison is not flattering to the Indiana board which 
in every case has fallen far below the level set by its more recently 
established neighbor. The Ohio valuations have been accepted 
by the railroads without contest, which is prima facie evidence 
that they do not consider the figures excessive. It follows, there- 
fore, that the Indiana results are considerably below full value. 

The most important question — the relation of the railroad 
assessments to those of other property in the state — cannot be 
answered. It is very much more important that there be equality 
of this sort than that any class of property be assessed at full 
value. There is general recognition of the fact that all property 
is underassessed, but it is impossible to say which classes have 
fallen farthest from the legal standard. The fact of a variation 
from the legal basis is presumptive evidence of inequality in the 
degrees of variation, however, since there is no uniform percent- 
age of assessed to true value used by the local officials and there- 
fore little probability of equality between the assessments of 
railroad and other property. 


Tue ASSESSMENT OF OTHER PUBLIC SERVICE CORPORATIONS! 


The method of valuing the property of the other public service 
corporations which are centrally assessed differs radically from 
that used for the railroads. This method may be summarized as 
follows: ? 


1. Determine the actual cash value of the property by deducting the 
value of the real estate not used in the business from the combined 
actual cash value of capital stock and bonded indebtedness. 

2. Apportion to Indiana that part of the total which the mence in the 
state bears to the total mileage of the system. 

3. From the Indiana valuation deduct the assessed value of real estate, 
machinery and other property locally assessed; apportion the re- 
mainder to the tax districts on a mileage basis. 


This really amounts to a state assessment of the corporate excess 
or franchise value, a proceeding that is now forbidden in the case 
of railroads. The only point involving the use of discretion is the 

1 Includes telegraph, telephone, palace car, sleeping car, fast freight companies, 


dining car, and express companies. 
2 Tax Laws of Indiana, 1912, § 93. 
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valuation of the securities. The board is authorized to consider 
the market value of the stocks, the dividends paid, and all other 
circumstances in relation to the actual value of the stocks. The 
chief reliance for this information is placed, however, upon the 
statements made by the companies themselves. 

The law of 1891 was attacked by the express companies and the 
railroads, but both state and federal courts sustained the measure. 
Defeated here, the express companies sought another means of 
overthrowing the real purpose of the act, and in 18099 they 
advanced the contention that in the apportionment of their total 
valuation among various states on the mileage basis all of the 
ocean and foreign mileage should be included. By this means the 
express companies had been able to evade a considerable amount 
of taxes in Michigan for ten years, until the law was amended in 
1909;! but such evasion apparently continues in Indiana, for a 
similar recommendation of that board in 1899 has not yet been 
enacted into law.? 

The results of central assessment have been fairly satisfactory; 
there are, however, some vagaries which are difficult of explana- 
tion. These may be indicated, and the general course of the 
valuations shown, in the table below, which presents the figures 
since 1904: ° 


ASSESSMENTS OF PUBLIC SERVICE CORPORATIONS (EXCEPT RAILROADS) 


(MILLIONS) 

Fk coatrien 1904 | 1905 | 1906 | 1907 | 1908 | 1909 | 1910 | 191 | 1912 | 1913 | 1914 
Telephone....... $7.3 | $7.90 | $8.9 |$10.8 |$10.6 |$ro.1 {$11.1 [$12.3 1$13.4 [$14.8 | $15.8 
PIDeNING edges 6.4 4.6 5.2 7.8 9.8 | 10.4 | 10.8 | 10.5 | 10.2 | 10.2 10.8 
Telegraph,.....- TBS 2225 Ns 9) |) sae kA 7410 2102 2.85) 8 3,ROil 3-354) 6-30 3:33 
MEXDIeSs aeietey eet I.14 1.07 | 10.3 .98 55 -70 1.73 1.33 1.38] 1.22 .82 
Sleeping car..... 38 73 56 86 .86 OT A TIOS)| IZeLO;e wes 1a 1.35 
Transportation 

companies..... +32 48 58 66 62 66 150) eadet 25) X,20)|N ea .5 0 n202 


The figures for telephone, sleeping car and transportation com- 
panies show a slow but steady increase over the period here 


1 Cf. below, ch. 9. 3 From the biennial reports of the Board. 
2 Board of Tax Commissioners, Report, 1899, pp. 3, 4- 
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covered. In 1908-10 there was a slight reaction all along the line, 

due doubtless to the panic of 1907 and resultant depression. The 
pipe line companies were apparently unaffected by the panic, 
which makes it the more difficult to explain the decline in these 
figures in the relatively prosperous years 1905-06. Reference to 
panic conditions fails to account for the excessive decline, after 
1907, of the assessments of telegraph and express companies. 
For the former no adequate explanation appears; and the only 
suggestion in the case of the latter is that of the varying amounts 
of ocean mileage that have been included in different years. The 
erratic character of the assessments may be further illustrated by 
the average valuations per mile placed upon certain important 
individual companies. These figures since 1907 are given in the 
table below: ! 


ASSESSED VALUATION PER MILE OF LINE OPERATED IN INDIANA 


Name of company 1907 1908 1909 I9I0 IQII Igi2 I9I3 Igl4 
Western Union ......| $59 | $21 $44 | $50 | $55 | $55 | $55 | $55 
Adams Express ......| 387 163 : 315 315 2750s a ros 


National Express ....] 95 50 50 | 336 175 175 I50 | 100 


The sudden and extreme variations which are here shown are not 
explicable by any known principles of corporate valuation unless 
the board was influenced in an unusual degree by speculative 
considerations. There is no evidence that the board has under- 
taken to collect data to check up the corporation returns, which 
‘confirms the suspicion that the assessments have been in large 
measure self-made. The wholesale reductions that have been 
allowed the express companies in the last few years have been 
in recognition of the effects of the parcels post upon their 
earnings. 

Much of the advantage from centralized assessment of these 
corporations has been lost in Indiana as in some other states by 
the attempt to apportion the taxes to local tax districts. The 
diffusion of the tax throughout the state wherever is found a mile 


1 Compiled from the Proceedings of the State Board of Tax Commissioners. 
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of wire, or of pipe line, or of trackage over which business is done 
largely neutralizes the taxes paid. A useless expense of certifica- 
tion and collection is involved in the payment of tax bills in 
hundreds of tax districts. In 1912 the Indiana Pipe Line Com- 
pany and the Ohio Oil Company each paid on valuations in 113 
tax districts; in the latter case the amounts of valuation certified 
were less than $500 in 59 instances, while in the former, 15 certifi- 
cations were for less than that sum. Such small driblets of 
taxable values have no effect on local tax rates. If the total tax 
were turned into the state treasury the rate of state tax might be 
reduced and a real benefit would thus accrue to the local districts. 


SUPERVISION OF THE LOCAL OFFICIALS 


The functions of state equalization and corporate assessment 
had been exercised by central boards for many years previous to 
1891 in many states. The creation of a new board in which was 
vested these duties was not therefore a radical innovation; but 
to bestow upon that administrative body general supervision 
over the tax system was to strike out into a hitherto untravelled 
road. The Indiana legislature was here making history instead of 
merely repeating it. The achievements of some of the tax com- 
missions in equalization and corporate assessment have been of 
great value; but their most notable and important work, while 
the general property tax endures, will be their influence upon the 
local assessing officials. 

While the theory of the Indiana law was epoch-making, the 
lack of experience and precedent prevented the development of 
the agencies for proper supervisory control of the local officials. 
In reality, the board was given only the power of advisory super- 
vision. It was to hear appeals; to prescribe forms and blanks; 
and the members were to visit the counties periodically for 
personal inspection of the work of the assessors. 

The only opportunity to correct the inequalities of local assess- 
ment and equalization, aside from such influences as may be 
expected through the equalization, by counties, is through the 
adjudication of the appeals which may be brought to it by any 
taxpayer or by any assessor or member of a town or county board 
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of review. Appeals must be heard and passed upon during the 
last of the three annual sessions; but the absurd statutory 
limitation upon the duration of this session greatly lessens the 
usefulness of the right of appeal, since the larger the number the 
more hasty and superficial must be the treatment of each case. 
The board may reassess the property in controversy, but its 
action is limited to this property. It should have the authority 
to reassess an entire district, either upon appeal or upon its own 
motion, whenever the facts seem to warrant such action. The 
exercise of this power in Wisconsin, Michigan, and Minnesota 
has been of great significance in securing closer approximation 
to equality of assessments. 

In the absence of the necessary direct control over the local 
assessments, the board is compelled to rely upon the work and 
influence of the county assessor, a new administrative agent 
created in 1891. This official is really a county supervisor of 
assessments and should be under the control of the state board. 
Instead, the Indiana county assessor is elected locally and the 
board possesses only an advisory influence over him. Much has 
depended, therefore, upon the extent to which the state board 
has been able to stimulate and inspire the county assessors to a 
high conception of their duties and responsibilities. The powers 
actually possessed by the county assessors were not sufficiently 
broad to secure the best results but they sufficed to introduce, 
temporarily at least, a revolution in the process of assessment and 
to make the county assessor in many respects the most important 
administrative agent in the whole tax system. The principal 
powers and duties of these officials were the following: ! 

1. To assess omitted property, and especially to search out the hidden 
intangible property. For this purpose the county assessor may exer- 
cise all of the rights and powers given by law to the township assessor 
for the examination of persons and property. Omitted property may 
be listed at any time during the year, whenever the same may be 
discovered. 

2. To advise and instruct all township assessors, visiting each assessor for 


this purpose during the assessment season. 
3. To act as a member of the county board of review. 


1 Tax Laws of Indiana, 1912, Article 15. 
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If the county assessor be industrious and able he can do much to 
discover evasion, though his authority over undervaluation is 
confined to his possible influence with the local assessors and the 
county board of review. The advice and instructions which he 
may give the former will be based, in general, upon his own in- 
structions from the state board —a fact which emphasizes the 
need of wise direction from above and the importance of his own 
position as a transmission medium for the ideas of the leaders in 
tax administration. 

The Indiana county assessors, as a class, appear to have per- 
formed their duties in a fairly efficient manner and to them 
belongs much of the credit for such results as have been achieved 
in increasing valuations. The total assessment of real estate was 
increased in 1891 by $244,600,000, or 44 per cent, and that of 
personal property by $56,900,000, or 24 per cent.! The nature of 
the increases in personal property cannot be ascertained on 
account of the practice of receiving only the aggregates from the 
counties. The evasion of intangibles was but little affected by the 
administrative reform, however. An attempt to compel banks to 
disclose the ownership of bank deposits and securities was 
thwarted by the courts.2, The exemption from state taxation 
which the owners of United States notes enjoyed was found to 
facilitate fraudulent return of moneys, and the board memo- 
rialized Congress to remove this exemption.’ Congress re- 
sponded with a law making Greenbacks taxable in the same 
manner as all other moneys and credits,’ but there is no evidence 
that the amount of moneys actually assessed was increased 
thereby. 

Not only was there failure to secure all of the intangible prop- 
erty; the assessment of tangible personalty remained quite 
unsatisfactory. Horses and cattle of the same grade continued 
to be assessed in some counties at double the amount that they 
were in others.> To remedy these defects the first convention 

1 Cf. figures below, p. 181. 

2 State Board of Tax Commissioners, Proceedings, 1891, pp. 21-24, 30. 
3 State Board of Tax Commissioners, Report, 1895, p. 4. 
4 


United States Statutes at large, xxviii, p. 278. Approved Aug. 13, 1894. 
5 State Board of Tax Commissioners, Report, 1895, p. 7. 
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of county assessors was called in 1894, and the board expressed 
the belief that there resulted a less inequitable assessment of per- 
sonal property than ever before; but as has been shown by other 
admissions of that body, it is doubtful if the assessment of intan- 
gibles had been greatly improved. A second conference of the 
county assessors was called in 1898, and since that time the ses- 
sions have been held annually, having been authorized by the 
legislature in 1901.2. These conventions have undoubtedly been 
of great assistance in promoting among the county officials uni- 
formity of standards as well as enthusiasm for the work; and 
they have, without question, contributed to the better assess- 
ment of property though again the state board has been inclined 
to overstate the gain that has been achieved. Thus, in 1go1, 
speaking of the gain of $23,909,806 in personalty assessment 
from 1898 to 1899, it said: ® 
This increase of property of personal, and in many cases, of an intangible 
nature, is a noticeable and gratifying incident of the assessment of 1899. 
To the discernment of this property the township, county and state 
taxing officials have directed every energy. No effort has been spared in 
driving it from its hiding place and placing it upon the duplicate, and the 


fact that they have, in a measure, been successful is a matter for con- 
gratulation. 


But there is no clue to the extent to which the increase consisted 
of property “ of an intangible nature.” The exemption, in 1890, 
of mortgage credits to the amount of $700, but not to exceed 
one-half the value of the real estate security, brought forth large 
amounts on which the exemption was claimed. By 1913 the 
total mortgages acknowledged and exempted amounted to 
$62,584,152.° The assessment of mortgages in 1899 was possibly 
increased somewhat through this law, but there is no evidence 
that other forms of intangible property were heavily represented. 
On the contrary, it is very doubtful if such was the case. Because 
of the nature of the reports from the county auditors, the board 
itself had no sure way of knowing the exact character of the 

1 State Board of Tax Commissioners, Report, 1895, p. 7. 

2 Ibid., 1901, p. If. 3 Tbid., pp. 8,9. 

4 Laws of Indiana, 1899, ch. 190. 

5 State Board of Tax Commissioners, Report, 1914, p. 21. 
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increase, and was therefore probably guessing in hinting that a 
considerable part of it was of an intangible nature. 

In 1914 the situation was discussed with greater frankness than 
ever before. It was impossible to dispute the evidence of in- 
equality contained in the following average values from adjoining 
counties: ! 


AVERAGE ASSESSED VALUES IN CERTAIN ADJOINING COUNTIES 


Household 

County Implements goods Automobiles Horses Cattle 
DAVIESS anne eee DAO $30 $350 $86 $30 
KOK eecas cen SS 40 300 50 15 
ra wiOnd eave ise 25 20 250 60 15 
MarnsOnis eee ces 65 73 410 109 38 
Vacksop7.=.-7-n 0S 65 252 04 36 
Jennings: tow soe nee 19 245 46 I4 
Greener strte-aa as: 40 50 400 125 50 
Sullivans. steers 72 go 400 We 24 


Wholesale evasion of intangible personal property was admitted. 
No further proof of this condition is required than the range of 
tax rates. In 1913 the average rates were as follows: ? 


AVERAGE RATES OF TAXATION, I913 


State AVeIaceee eee nen ee re) 21072 "PEL PIOO) 
TOLOPLO WISP Settee rotons oe eernais Leoeiae 2:3 OO amma 
BOSOWDS pein wa: nant eninec een ©3023 shake 
GOT CLTIES oe men Mere i Ne es 53 ay es Sere em Bus Sse 


These figures appear to establish conclusively the fact of 
inequality of assessment among counties. Some evidence was 
given above which seemed to indicate a similar inequality in land 
assessments.’ But the board, in its resolution of 1912,* preferred 
to dwell on the equity of the intra-county assessments, since the 
tax burden is so much more important within the county. 

Data for satisfactory tests of the intra-county assessments are 
lacking. The ratio of personal property to total assessment in 


1 State Board of Tax Commissioners, Report, 1914, pp. 9, 10. 

2 Proceedings of the Second State Tax Conference, 1914, pp. 188-1ot. 
3 Cf. above, pp. 154 ff. 

4 Cf. above, p. 160, note. 
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fifteen rural counties, no one of which contained a town of 5000 
in 1910, was 38 per cent; for fifteen counties, each of which con- 
tained a city of 19,000 or over in 1910, the ratio of personalty to 
total assessment was 27.7 per cent. This suggests relative over- 
assessment of personal property in rural districts, a well-known 
tendency due to the predominance of tangibles in those sections, 
as against the predominance of intangibles in the cities. Another 
test of the intra-county assessments is a comparison of the tax 
rates for township purposes in the same county. If the township 
assessors have been equally alert in searching out property and 
have used the same standards of valuation, the rates for town- 
ship purposes ought to be fairly equal within the same county. 
At least, such extreme differences as are shown below would 
hardly be expected unless they were caused by wide differences 
in the basis of assessment. 


RANGE OF TOWNSHIP RATES, 1913 ! 


Some Extreme Variations 


County Range County Range 
IMIGN = ac onseanoe BD -oRaraills Ibakewentceee 2-40 mills 
(Crawiorde: seme O-OOmmna IMIOTROD so nega LeHEG M 
Delawakenn er nee — 12 ann Oranges. ..1:-5 10-50) 


Some Less Extreme Variations 


Tipton ene eS OLS Fayette....... 10-17 mills 
Wabashsaarine tO TONG One bas AES & 
Rushes nee eT 2 Parka tdcicce LOST On ie 


The most serious weakness in the policy of supervision followed 
by the Indiana board has been the excessive reliance upon the 
irregular and infrequent personal contact with the lower tax 
officials. True, the board does not possess some of the most essen- 
tial powers for adequate supervision of local assessments. But 
it has acquired a simple and abiding faith in the local assessor | 
which has led to laxity in the treatment of his results.2. Conse- 

1 State Board of Tax Commissioners, Report, 1914. The figures used are the 
levies for township: purposes, and do not include such matters as roads, special 
school districts, or any other extra township expense for which a special levy might 
be made. 


2 Cf. the following extract from a letter written by Commissioner Link, May 2, 
1912: “The tax commission deemed that an ounce of prevention was worth a 
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quently, the dishonest assessor has felt himself fairly safe against 
detection under the easy going methods of the state board; and 
the incapable one, though exposed, has remained equally secure 
against removal. This sense of security has been strengthened by 
the ebbing influence of the state board during the remainder of 
each year. As a vital directive force this body is a reality to both 
assessor and taxpayer only immediately preceding and following 
the assessment season. 

While the policy of supervision through occasional personal 
contact is fundamentally weak the state board should be credited 
with the performance, in a fairly effective way, of certain other 
duties which have not been without their effect upon the course 
of the assessments. First in importance has been the publication, 
from time to time, of a revised compilation of the tax laws, quite 
fully annotated with extracts from the leading decisions. These 
laws have been construed for officials and taxpayers and the 
former, at least, have been well instructed in the law and their 
duty under it. The county assessors have been meeting in annual 
conference since 1898, and since 1901 have been allowed mileage 
and per diem for attendance. The reports of these meetings show 
that in general there has been, perhaps, too little space on the 
programs given to carefully prepared papers, though in general 
the discussions have been instructive. The law requires an annual 
visit to each county, during which most of the local officials come 
in contact with the visiting member; but the latter has too often 
been tempted to rely upon the casual information thus obtained 
for the reviews and equalizations, to the neglect of more carefully 
prepared materials. 

Potentially one of the most important duties of the state tax 
commission is that of making recommendations relative to 
changes or improvements in the tax system. The more impor- 
tant recommendations of the Indiana board have already been 
noted, in the proper connection, and they need not be reviewed 
here. The Indiana board has not, in the past, wielded the in- 


pound of cure, and so they have visited every county in the state and advised with 
the local officials and as a result, they have found it necessary to make practically 
no changes in the local returns.” 
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fluence in shaping the progress of reform legislation that some 
other commissions have possessed and its suggestions have not 
always carried great weight. The recent complete change of 
personnel promises to yield better returns of suggestions, criti- 
cisms, and recommendations for the improvement of the Indiana 
tax system. The State Tax Association, formed in 1914, has held 
two conferences on taxation and is perhaps the most important 
agency now at work in the state in the interests of tax reform.! 
The failure of the Commission on Taxation to inspire confidence 
by presenting a unanimous report along constructive lines has 
been noted above. There is no very great prospect at present of a 
change in the tax system in the near future. 


1 The first Conference was held at Bloomington, Indiana, Feb. 5,6, 1914; the 
second in Indianapolis, December 1, 2, 1914. 
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ASSESSMENTS OF PROPERTY IN INDIANA FOR SELECTED YEARS 
(MILLIONS OF DOLLARS) 


Year 


MOP OstecitNe ois 
TBOO sey festece/n Ac6 ¢ 
MOOS Seis cise ce 
PBOOne ese es ats 
TOO eee A taReis 
POS ks aste oes we 
TOOQ idee tc otis sacs 
BGO Stach eihcuers 
LOO 7a. fats 

MQU Ls weve: orton 
1 Oo. ne eee 


Lands 


3890.8 
326.8 
339-7 
308.2 
450.2 
455-7 
452.6 
506.4 
550.2 
851.6 
820.1 


Improve- 
ments on 
lands 


73-5 
O27; 
73.8 
69.1 
79-3 
80.3 
84.1 
100.0 
II0.0 
393-0 
400.4 


Lots 


04.2 
72.0 
73-4 
76.6 
140.9 
149.6 
159.6 
177-5 
203.7 


Tmprove- 
ments on 
lots 


81.2 
71.9 
88.6 
100.1 
128.2 
150.3 
162.4 
192.2 
226.7 


Personal 
property 


198.3 
192.4 
217.0 
236.8 
293-7 
288.4 
318.9 
378.6 
428.4 
459-4 
459-4 


Corporation 
property 


37-6 
38.4 
55-0 
66.2 
161.0 
156.5 
153-9 
182.0 
225.0 
256.7 
260.0 


Since 1911 lands and lots, with the improvements thereon, have not been re- 


turned separately. 


The assessments of corporations have included, in recent years, an increasing 
number of classes of corporations. 


CHAPTER VI 


THE STATE TAX COMMISSION OF NEW YORK! 


Tue history and results of the first stages of the movement toward 
administrative centralization of the tax system in New York have 
already been described.2 It was there shown that owing to in- 
adequate powers the earlier state board of assessors accomplished 
but little for real tax reform and that its actions steadily became 
more and more formal. Suggestions had not been wanting for a 
stronger administrative control of the tax system; but these were 
for a long time disregarded and bore but imperfect fruit in 1896 
when the state board of tax commissioners was created. As early 
as 1862 the board of assessors had asked for more effective powers 
of equalization in order to deal with local neglect and incompe- 
tence.? The special tax commission of 1871 favored greater 
centralization, and its suggestion for the establishment of a 
permanent central supervisory authority was one of the earliest 
in the United States. The board of assessors continued to make 
its recommendations for increased administrative authority, and 
in 1877 it presented the following exceptionally strong statement 
of the case: ® 

After an experience of more than three years in the matter of assessment 
and taxation, and some knowledge acquired from such experience, . . . we 
have become satisfied that wisdom points to the creation of a State depart- 
ment of assessment and taxation, with its principal office at Albany, . . 
this department to have all the powers and discharge all the duties now 
given to and imposed upon the State Board of Assessors, and such other 
powers and duties as the legislature may deem proper to grant and impose 


relating to local assessors, assessment of corporations and associations or- 
ganized under the laws of this state or doing business therein. This depart- 


1 Formerly the State Board of Tax Commissioners. Title changed by Laws of 
New York, 1915, ch. 317. 

2 Cf. above, pp. 57 ff. 

3 State Board of Assessors, Report, 1862, p. 12. 

4 Report of the Special Tax Commission of New York, 1871, p. 49. 

5 State Board of Assessors, Report, 1877, p. 6. 
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ment can be made the effective head of the assessing power of the state, and 
with ample powers to make rules and regulations for the government and 
control of local assessors in the discharge of their duties, and for removal 
for incompetency, neglect of duty and violation of the rules and regula- 
tions of the department or of any statute relating to assessments, and have 
such other powers relative to the assessment, equalization and collection of 
taxes as may be thought proper. 


It will be seen that these suggestions were in many respects 
more advanced than the state of public opinion would tolerate 
twenty years later when the time had come for amendments to 
the administrative part of the tax system. As early as 1874 the 
board of assessors had recommended that all moneyed corpora- 
tions be required to report under oath to the comptroller the 
amount of their capital stock and surplus and that such corpora- 
tions should be assessed directly by the comptroller, at some 
equitable and uniform rate in proportion to the value of their 
stock.! This suggestion was repeated in 1875 ? and was probably 
instrumental in securing the introduction of the principle of 
classification, which was initiated by the corporation tax of 1880.° 

Finally, in 1893, a special tax commission reported very 
emphatically in favor of greater centralization of powers and 
proposed the creation of a board of state tax commissioners which 
was to supplant the board of assessors.* According to this special 
tax commission the two principal causes for the decline in the 
assessment of personal property had been first, the right of 
deducting debts from the assessed valuation of personalty; and 
second, the absence of provision for a proper equalization.’ The 
first of these defects was unqualifiedly condemned by the special 
commission, as it had been by the state assessors for years past. 
Inasmuch as personal property was not considered at all in the 
equalization, the local assessor was under the strongest incentives 
to omit it entirely. To meet this difficulty the special tax com- 
mission of 1893 advanced a scheme of central control over the 

1 State Board of Assessors, Report, 1874, p. 18. 

2 Thid., 1875, pp. 22, 23. 

3 Cf. Seligman, Essays, p. 200. Also, Report of Subcommittee of the Board of 
Taxes and Assessments of New Vork City, 1913, on the Taxation of Personal Property. 

4 Report of the Special Tax Commission of New Vork, 1893, pp. 8-10. 

5 Ibid. 
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equalization process similar in principle to that suggested by the 
Massachusetts tax commission of 1875.1. The New York idea 
was to enlarge the board of state assessors to five members and 
require one member to preside at the meetings of the county 
board in each county, for the purpose of acting as an arbiter in 
case of disputes. An appeal was to be allowed to the whole 
board from the decisions of the single members. The recommen- 
dations of the commission of 1893 were the source of many of the 
provisions of the bill passed in 1896, but the above suggestion 
failed of adoption, as did many of those providing for an effective 
extension of powers. Thus the commission had proposed that the 
permanent tax commission should appraise and value all trans- 
portation and transmission companies and apportion the valua- 
tions among the taxing districts, but this was omitted.? After the 
manner of the Indiana law, general supervisory powers were 
suggested with the additional authority to report to the governor 
any negligence of a local official; but the supervisory powers 
actually provided proved to be merely advisory in effect and the 
state board of tax commissioners was left, as the board of asses- 
sors had been of old, with no adequate authority to enforce its 
suggestions. Other suggested features which failed of incorpora- 
tion in the bill as enacted were the five-year term for the tax 
commissioner, and the removal of the ex officio members from the 
state board of equalization, making the latter body coextensive 
with the new tax board. The creation of the board of tax com- 
missioners in 1896 was, therefore, little more than a continuance 
of the old state board of assessors under a new name. In ro15 the 
law was rewritten.’ No additional duties were imposed, but the 
commission’s powers in exercising former functions were materi- 
ally enlarged. These functions may be arranged as follows: 

1. Certain administrative duties under the general property tax, chief of 

which are: 


(a) preparation of the data for the use of the state board of equali- 
zation; 


' Cf. above, p. 41, for a description of the Massachusetts plan. Also, Report of 
the Special Tax Commission of New York, 1893, pp. 17, 18. 

? [bid., pp. 20, 21; also, pp. 86-92. 

3 Laws of New York, 1915, ch. 317. 
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(6) supervision of the local officials; 
(c) hearing appeals and complaints; 
2. Administration of the corporation taxes; 
3. Administration of the mortgage registry tax; 
4. Study of the tax system and recommendation of improvements. 


EQUALIZATION 


The reforms of 1896 made no change in the organization of the 
state board of equalization beyond substituting the tax com- 
missioners for the former state assessors.!_ The importance which 
in many states from the middle of the nineteenth century has 
been attached to the equalization process was lost in New York 
for some years because of the abandonment of the direct state 
tax. In 1902 the state levy was 0.13 mills on the dollar, for canal 
purposes.” All direct state taxes were relinquished in 1906, but 
the deficiencies in state revenues led to the reintroduction of a 
direct taxin 1911. In this year also the commission was required 
to equalize special franchise tax assessments to the same percent- 
age of true value in each district as that used by the local assessor 
in the assessment of general property.* The process of state 
equalization had been carried on notwithstanding the disappear- 
ance of the state tax, though its only value lay in the possible 
effect upon local assessments. As will be seen, this effect was 
almost negligible.‘ 

The board of tax commissioners followed the practice begun 
long ago by the board of assessors, of preparing an average ratio 
of assessed to true value of the real property in each county, 
using for that purpose the returns from the assessors and the data 
gathered by the commissioners in the biennial visits which they 
were required to make to each county. These compilations were 
of little value for a number of years, as their preparation seems 
to have been largely a formal matter, undertaken without ade- 
quate data regarding true values in many of the counties. Some 
reliance was placed by the commissioners upon the biennial visits 

1 The state board of equalization is composed of the commissioners of the land 
office (the elective state officials) and the tax commissioners. 

2 State Board of Tax Commissioners, Report, 1913, p. 39- 


3 Ibid. Cf. Report of Comptroller, 1911, pp. 8-10. 
4 Cf. below, pp. 195 ff. 
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to the counties in checking up the computations but in these 
visits there was neither the field nor the office work which would 
constitute an effective check upon the data compiled by the local 
assessors. Until recently, therefore, the state equalization partic- 
ipated in by the state tax commissioners has been very largely a 
formal and routine process, varied by logrolling and affording 
little guarantee of an accurate check upon the local assessments. 

This judgment of the board’s ratios, based upon the loose and 
easy-going method of compilation, is confirmed by an examina- 
tion of the actual percentages prepared. Appended to this chap- 
ter is a table containing the ratios for each county from 1896 to 
1915.1 These figures reveal a decided upward tendency especially 
in the early years of the period, but in view of the methods of 
construction employed these advances cannot be taken without 
further evidence as an indication of the elevation of local assess- 
ments. Unfortunately the strongest testimony available is to the 
effect that competitive undervaluation was quite prevalent even 
toward the end of this period. A former chairman of the board 
recently made the following sweeping statement concerning rural 
assessments in particular, but applicable, according to the speaker, 
to urban conditions as well. He said: ? 

There are only a few tax districts in the state where the assessors make 
any pretense of assessing real property at full value, as required by law, and 
I do not at this time recall a single instance where this result is actually at- 


tained. Underassessment is the rule throughout the entire state, and in 
nearly all tax districts intentionally and purposely so. 


The true percentages of assessed to true value were estimated by 
the above speaker to range between 25 per cent and go per cent, 
and outside of New York City, the average was thought to be 
below 70 per cent. And yet, in 1911, only seven out of sixty-one 
counties were given ratios of less than 70 per cent, and in 1914 
the number below 70 per cent was only fourteen. Further, the 
figures assigned to individual counties in different years have 
displayed some rather impossible variations. Attention is called 

1 Cf. below, pp. 212, 213. 

* KE. E. Woodbury, in State Conference on Taxation, 1912, p. 132. But cf. also, 


the interesting paper on village assessment, describing the work of one alert and 
capable local board of assessors, ibid., pp. 365-380. 
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especially to the ratios for Chautauqua, Herkimer, and West- 
chester counties. Singularly enough, once a county has reached 
a comfortably high ratio, yearly variations have almost ceased 
immediately, although it is incredible that successive generations 
of assessors should have been able to maintain uniformly a high 
basis of assessment when there had previously been such great 
difficulty with assessments on a lower basis. 

Many of these high ratios had been established through the 
influence of the other members of the state board of equalization, 
for political reasons. Here may be observed the ex officio member 
in his characteristic réle of political opportunist. It is rather 
encouraging to note that in recent years the ratios have been 
scaled down somewhat from the earlier high levels. The more 
thorough work of the local and state boards in collecting data 
upon which to determine an accurate ratio, and the greater power 
and responsibility for efficient tax administration which have been 
lodged with the state tax commission have together accounted 
for this wholesome reaction. 

Since the results of the state equalization do not extend be- 
yond the county, the principal inquiry to be taken up is that of its 
effect upon the distribution of the tax burden among the coun- 
ties. From an examination of the equalization tables published 
in the annual reports, it appears that in the first few years after 
1896 the counties containing large cities, especially Erie, Kings, 
and New York counties, were held to be underassessed as com- 
pared with the remainder of the state. The precedent of the older 
board of equalization was therefore followed,! in easing up the 
assessments over the state and piling the excess upon a few char- 
acteristically urban counties. To illustrate the practice, the 
results of the equalizations from 1900 to 1903 will be taken. 
The total change made in all counties of the state and also the 
amounts by which six urban counties were changed are presented 
in the table on the next page. 

During these years assessments were equalized by distributing 
as decreases over the rest of the state the amounts which were 
added to these, supposedly the chief offenders. This policy was 


1 Cf. above, pp. 66 ff. 
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RESULTS OF THE STATE EQUALIZATION, 1900-03! (MILLIONS) 


Total decrease in Total increase in the assess- 
Year state assessment ments of six counties 
EQOO Oech eer eee D/OsO $166.6 
TOOL Ne Giayticeaves Chinen 178.1 173.6 
TOO2 re eet ee eee 183.7 179.4 
TOO ious: cosa sre teu ule eeu tea ee 186.8 180.7 


evidently a remnant of the feud that was waged for so long be- 
tween the urban interests, especially New York City, and the rural 
portions of the state. In 1900 the joint commission of taxation 
stated that the process of equalization thus followed? 

. . . has seemed just to rural communities, but it has been borne with 
great reluctance by the others, and it is safe to say that there is scarcely a 


taxpayer in the City of New York who does not feel that as a result of this 
equalization he has most grossly suffered. 


In 1903 the charter of Greater New York was amended to 
provide for a separate assessment of land and buildings and the 
valuation of that whole district was greatly increased. One of 
the leading incentives to the improvement in the basis of assess- 
ment in New York City was the need for further expansion in the 
borrowing power, the limit ta which was to per cent of the 
assessed valuation.? The total increase in the assessment of real 
property for the entire state in 1904 was $1,451,746,076, of which 
$1,218,443,963 was in Greater New York. In consequence of 
this phenomenal gain the state board was forced to reverse its 
traditional policy and the state equalization has since consisted of 
the attempt to bring up the large majority of counties to the 
level of the few in which better methods of assessment have been 
introduced. The equity of the basis on which these adjustments 
have been made may be questioned as there was until 1912 prac- 

1 From the annual Reports of the Board of Tax Commissioners. 

* Report of the Joint Committee on Taxation, 1900, p. 6. In all, ten cities make a 
separate assessment of lands and buildings. Cf. State Conference on Taxation, 1911, 
p. 157. Cf. also State Board of Tax Commissioners, Report, 1902, pp. 13, 14; ibid., 
1903, p. 16. Also, Lawson Purdy, ‘“‘ The Assessment of Real Estate in the City of 
New York,” in Report of the Department of Taxes and Assessments, 1908, pp. 85-80. 

3 The debt of Greater New York, less sinking fund assets, rose from $326,038,392 
in 1902 to $862,343,861 in 1913. Bureau of the Census, Wealth, Debt and Taxation, 
1913, 1, p. 425. 
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tically no improvement in the method of compiling the ratios. 
In this year the commission secured an amendment which 
provided a new and much more effective rule for making the local 
equalization. The enlarged authority conferred upon the tax 
commission by the legislation of 1915 will enable it now to make 
a much more equitable equalization than was formerly possible. 
There can be no question, also, of the beneficial influence upon 
valuations which has come from the progressive policy of real 
estate assessments developed in New York under the lead of the 
city department of taxes and assessments. 

The anomaly of a state board of equalization controlled by the 
elective state officers should be ended by constituting the state 
tax commission the board of equalization. In 1915 the tax com- 
mission succeeded in convincing the other members of the board 
of equalization by its array of statistical data and its recommen- 
dations as to the ratios were adopted as a whole though they 
involved numerous reductions. Such action runs counter to the 
natural grain of the politician, however, and in 1916 the board of 
equalization rejected the commission’s recommendations.! Such 
experiences were formerly the rule in New York and they have 
been encountered in other states. A bill providing the reform 
here recommended was introduced in the session of 1916. 

The law has never required an equalization of personal prop- 
erty. This would be of little significance at the present because of 
the relatively small amount of personal property assessed for 
taxation under the general property tax. From the year 1866, in 
which the assessment of personal property was 25.5 per cent of 
the total, there has been a steady decline. In 1870 the propor- 
tions of personal and real property were 22 per cent and 78 
per cent, respectively; by 1898 the former had declined to 14.6 
per cent, and in 1914 to 3.77 per cent. The amount of personal 
property assessed declined absolutely, from $702,500,000 in 1905 
to $424,900,000 in 1913, but rose again to $454,500,000 in 1915. 
The decrease may have been caused in part by the adoption of 
various plans in recent years for the taxation of certain forms of 


1 Cf. New York Evening Post, February 3, 1917, quoting remarks of Controller 
Prendergast. 
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property by special methods, such as the 1 per cent tax on bank 
shares! and the mortgage registration tax. But the tax com- 
mission has denied the sufficiency of these explanations and has 
concluded that theseveral special methods of taxing personal prop- 
erty reveal the immense amounts which are escaping taxation 
rather than the successful assessment of important quantities.* 
Thus, the assessment of personal property increased for some 
years after the exemption of bank stocks in 1901; the capital 
stock of all domestic corporations and of all foreign corporations 
which represents investments in the state are supposed to be 
included in the total assessment of personalty, the volume of 
which is steadily diminishing; the exemption of savings deposits 
has been made the means of evasion for the wealthy instead of an 
encouragement to thrift on the part of the poor. The special tax 
commission of 1907 found one estate which had deposits in every 
savings bank in the state between and including Buffalo and 
Albany.* This body condemned unsparingly the loose system of 
allowing reduction by “‘ swearing off ” the assessment, by which 
the reduction obtained by residents ranged from 60 per cent to 
70 per cent.6 Though unanimous in its statement of the diffi- 
culty, the commission of 1907-was unable to agree on the reme- 
dies to be applied, the majority advocating a more strenuous 
enforcement of the present system and the minority reviving the 
proposal for a graduated house or habitation tax.6 The board of 
tax commissioners has strongly urged classification of personal 
property, with low uniform rates for each class.” 

The latest investigation and discussion of the personal prop- 
erty situation is that of the Joint Legislative Committee on 

1 Laws of New York, 1901, ch. 550. 

2 [bid., 1905, ch. 729, amended by Laws of New York, 1906, ch. 532. 

3 Ibid., 1910, p. 13. The Joint Legislative Committee on Taxation, 1916, in dis- 
cussing this point, granted that these exemptions did reduce for the time the volume 
of taxable personalty, but held that the fact of exemption had no effect on the per- 
centage of assessed personalty to realty. Report, 1916, p. 68. 

4 Report of the Special Tax Commission of New York, 1907, p. 25. 

5 Tbid., pp. 69-08. 

6 Ibid., pp. 40-57, especially pp. 51-57. Cf. Report of the Special Tax Commis- 


sion of New York, 1871, pp. 107, 108; Second Report, 1872, pp. 38-49. 
7 Their latest discussion is in the report for 1910, p. 16. 
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Taxation, which reported in 1916. This committee made a very 
careful and extensive study of the whole New York system of 
taxing personalty. It recommended a complete change, including 
the abolition of the present personal property tax, the withdrawal 
of general business corporations from the operation of the fran- 
chise tax for state purposes, and the substitution of an income 
tax.! The committee was evidently more impressed by the results 
obtained in Wisconsin from the income tax than by those secured 
elsewhere from the various other substitutes for the present per- 
sonal property tax. The practical point, that centralized assess- 
ment of property, even at lower rates, would be impossible in 
New York without a constitutional amendment, while a centrally 
administered assessment of incomes would not encounter this 
difficulty, doubtless influenced the committee somewhat, since it 
was quite strongly of the opinion that no locally administered 
substitute for the personal property tax would afford any material 
improvement over the present condition. 


SUPERVISION OF THE LOCAL OFFICIALS 


The increasing embarrassment in which the state tax officials 
have found themselves as a consequence of the conditions of 
undervaluation and evasion which have just been described 
renders the more important any central supervision which may 
be attempted over the local tax system. Previous to the amend- 
ment of 1915 the New York law did not make use of the language 
so frequently found in statutes creating tax commissions, con- 
ferring “‘ general supervision ” over the tax system; but the New 
York tax commission came in contact with the work of the local 
officials in various ways and a sort of supervision was maintained. 
The oversight thus exercised did not have, however, the full, 
vigorous and effective sweep that has been characteristic of the 
relations of some other commissions to the local officials. 

The first of the points at which the tax commission has come in 
contact with the local assessment has been in connection with the 
local equalization. 


1 Cf. Report of the Joint Legislative Committee, 1916, pp. 206-208. 
2 Cf. its comprehensive but concise review of the principal substitutes for the 


personal property tax, zbid., pp. 161-206. 
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The intra-county equalization is performed by the county 
board of equalization, which is composed of the county board of 
supervisors. The authority of the county board of equalization 
is limited to a redistribution of the assessors’ figures without 
change of the total; but in view of the conditions of local assess- 
ment which were asserted by former chairman Woodbury to be 
wellnigh universal, an equalization performed under such restric- 
tions could not be of great value in lessening local inequalities.! 
Until 1911 the methods which the county boards had been allowed 
to use were very loose and the local assessments had become 
extremely demoralized. In Erie county, for instance, it had been 
the custom for years to use as the basis of equalization for each 
district a fixed and arbitrary valuation which had been deter- 
mined by logrolling and which had no necessary relation to the 
true valuations of property in the various taxing districts.2 The 
tax commissioners criticized the conditions in almost every annual 
report * but not until 1911 were they successful in securing a law 
requiring the use of a definite rule of equalization.t The principal 
motive for competitive undervaluation by the local officials has 
apparently been the desire to reduce the share of state and county 
taxes for their districts. From'1g06 to 1911 there was no direct 
state tax, and for some years before 1906 the state levy had been 
negligible; but there has remained incentive enough for under- 
assessment in the desire to avoid the proper proportion of the 
county taxes.5 The statement was made at the Utica tax confer- 
ence, in 1911, that the city and the rural districts fought bitterly 
to shift the tax burden and that the local equalizations were made 
in utter disregard of the law.® 

The plan which the tax commission recommended in rg11 for 

1 Cf. above, p. 186. 

2 State Conference on Taxation, 1912, p. 436. Cf. New York State Tax Commis- 
sion, Report, 1915, pp. 11, 12. After discussing the former practices in equalization 
the commission says: “‘. . . it seems that the equalization of assessed values in 
former years must have been largely a matter of guesswork.” 

3 State Board of Tax Commissioners, Report, 1897, p. 12; ibid., 1910, p. 23. 

4 Laws of New York, 1911, ch. 801. 

5 Cf. the discussion of the weight of the tax burden by the Joint Legislative 


Committee in its Report, 1916, passim. 
§ State Conference on Taxation, 1912, p. 435. 
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the improvement of the local equalization covered two points !— 
first, the rule to be followed in making the equalization, and 
second, supervision of the assessment and equalization by the 
state board. It was strongly urged that the latter power should 
include the right to order a reassessment of property in any dis- 
trict on the production of evidence of gross inequality or of clear 
evasion of the statute. Central supervision was to be exercised 
through county supervisors of taxes who were to be chosen by 
the board. The proposals for more effective central supervision 
failed of adoption at that time though the first suggestion, that 
of a rule of equalization, was accepted. This rule required the 
board of county supervisors to equalize on the basis of true and 
full value, which they were to determine by appropriate inquiries. 
The law did not indicate any particular method to be employed 
in ascertaining the true value, but it will be recognized that what- 
ever the means employed — sampling or the sales method — the 
proper observance of the rule involved the collection and use of 
many complex data of values. The responsibility for the collec- 
tion of the data and the compilation of the ratios rested on the 
board of supervisors, who as a class could hardly have been 
equipped and qualified to gather and organize the information 
necessary to the best operation of such a rule of equalization. 
The second feature of the commission’s plan, that of central 
supervision of the local assessment, was adopted in 1915. The 
commission thereupon immediately organized a bureau of local 
assessments, equalization, and statistics, for the purpose of aiding, 
directing, and checking up the local assessment and equalization. 
The data on equalization in the possession of the state tax de- 
partment were found to be entirely worthless. The sales were 
unverified and had evidently been selected by those who reported 
them — whether private citizens or assessors — for the purpose 
of proving the case in point. The county boards had been dila- 
tory in adopting the legislative rule of equalization. An enabling 
act legalizing the equalizations of 1912 had been required,’ and 
in May, 1915, the commission was obliged to issue an order to 


1 State Board of Tax Commissioners, Report, 1910, pp. 26, 27. 
2 Laws of New Vork, 1915, ch. 317. 3 I[bid., 1912, ch. 20. 
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certain county boards to comply with this section of the tax law 
and to file their schedules of percentages with the state tax 
department. 

The first task of the new bureau of local assessment, equaliza- 
tion, and statistics was to compile the data upon which a more 
reliable review and equalization of the local assessment might be 
made by the tax commission. The sales data were carefully 
verified and were supplemented by indicia of values gathered 
from various other sources, such as the appraisals of real estate 
by banking institutions, insurance companies, local real estate 
experts, and the probate courts.1_ From these and other sources 
the commission compiled a tentative and a final ratio of assessed 
to true value for each of about 1600 municipal subdivisions of the 
state. These data, and the ratios prepared therefrom, were sub- 
mitted to the state board of equalization in 1915, and were 
unanimously adopted by that body as the basis for distributing 
the state tax among the counties. While the local boards may 
use other percentages in making the intra-county equalization, 
the strict enforcement of the order requiring that these percent- 
ages be filed with the tax commission, together with that body’s 
power of ordering reassessment and securing a review of the 
local procedure, will enable the New York tax commission to 
follow up and really supervise the local assessment and equaliza- 
tion quite as effectively as this is now being done in any other 
state. The New York appropriations have not been stinted, 
either, and the tax commission need have no difficulty on the 
ground of expense in the development of its elaborate and 
efficient organization. 

The amendment of 1915 authorized the tax commission to call 
a conference of all assessors in the state at least as often as once 
in two years. The travelling expenses of the assessors to these 
meetings are to be a charge against the tax districts represented. 
The first of these conferences was held in 1916, in connection with 
the Sixth State Tax Conference, and the report of the proceedings 
indicates that the meeting was very successful. One of the most 

1 The various sources are described in the report of the tax commission for 1915, 


pp. 12-15. Cf. also ‘‘ Review of Local Assessments,” published as Tax Bulletin, i 
no. 5, November, 1916. 


> 
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surprising and significant features was the enthusiastic response 
of the assessors themselves. The commission has published, as a 
supplementary assessors’ manual in the form of question and 
answer, several hundred of the more important and difficult 
points raised by the assessors in the course of the meetings. 

Appeals may be taken to the state tax commission by any 
supervisor on behalf of the town, city or ward which he wholly or 
in part represents, “from any act or decision of the board of 
supervisors in the equalization of assessments and the correction 
of the assessment roll.” + In any case, the appeal must be sup- 
ported by a majority of the supervisors of the town or city, or the 
alderman of the ward, a very undesirable limitation upon the 
freedom of appeal. The commission is required to hear the appeal 
in the county in which it originated and in granting relief it is not 
allowed to alter the county total as returned by the assessors. 
This restriction does not offer much leeway for the correction of 
improper assessments. These limitations on the right of appeal 
and on the subject matter of the appeal render this part of the 
commission’s jurisdiction of small practical advantage. 

The failure to provide the greatest freedom of resort by individ- 
uals to the tax commission is a serious weakness of the New York 
tax law. Of very doubtful compensatory advantage is the priv- 
ilege of petitioning the supreme court, asking that a writ of 
certiorari be issued to the assessing officers for a review of the 
assessment. Upon the return of such writ, the court may order a 
reassessment or a correction of the assessment, if it find that such 
action is necessary.” This transfer of the appeal jurisdiction from 
the tax commission, an expert body, to a court of justice, usually 


1 Tax Law of New York, §§ 175, 176. 

One loophole has been left through which the local authorities may yet escape 
from the supervision of the central board in the local equalization. The legislature 
provided in 1896 for the appointment, by the boards of supervisors, of three com- 
missioners of equalization, to serve for three years. ‘These commissioners were to 
perform the regular county equalization otherwise devolving upon the supervisors. 
Section 50 of the tax law apparently does not apply to equalizations so performed, 
and in 1915 the tax commission recommended its extension to include their work 
as well as that of the boards of supervisors. Laws of New York, 1896, ch. 820; Tax 
Law of New Vork, §§ 51, 52; New York State Tax Commission, Report, 1915, p. 27. 

2 Tax Law of New York, §§ 290-203. 


196 THE STATE TAX COMMISSION 


far from skilled in the details of local assessment and equaliza- 
tion, affords small guarantee of the correction of local abuses. 
Any taxpayer in the state should be free to present his case to the 
tax commission with as little formality as possible and with the 
assurance that his plea will receive the attention of the persons in 
the state best qualified to pass upon its justice. The traditions 
of local self-government are still too deep-rooted for the extension 
of effective central administrative powers, such as the right of 
appointment or removal of the local assessors; but there should 
be much greater authority for interference with the actions of the 
inefficient or corrupt assessor and for initiating such action as 
will promote greater justice for individuals or communities. 

The presence of conservative influences is evident also in the 
section of the act of 1915 providing for reassessment — in fact, 
they have largely destroyed the value of reassessment proceed- 
ings. Should the commission decide that reassessment is neces- 
sary it must appeal to the supreme court for an order to the 
assessor to show cause why the assessment roll should not be 
corrected. All authority to order corrections in the tax roll, or a 
complete reassessment, rests with the supreme court justice. It is 
safe to venture the conclusion. that this indirect procedure will 
greatly diminish the significance of the reassessment in correcting 
inequalities in local assessments. At this point too, therefore, 
the New York law still fails to confer effective administrative 
authority. 


THE ADMINISTRATION OF CORPORATION TAXES 


The corporation taxes levied in New York are numerous and 
complicated, including, in addition to other exactions, an organ- 
ization tax, a franchise tax, and a special franchise tax.! The last 
of these — the special franchise tax — has been the only tax 
directly in the charge of the tax commission. The other corpora- 
tion taxes have been either in the hands of the state comptroller 
or of the local officials. The act of 1915 transferred all of the 

1 Cf. the criticisms of the hodgepodge of corporation taxes by various speakers 


at the state conferences on taxation. Cf. also the criticisms in the Report of the 
Joint Legislative Committee, 1916, pp. 73-143. 
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comptroller’s duties in the assessment and levy of taxes to the 
tax commission, which is now the central head of the system of 
corporate taxation. This transfer has only recently been made 
and no results of the commission’s administration are available. 
The following account will therefore be confined to the special 
franchise tax. 

The special franchise tax was the outcome of a series of efforts 
that had been made to tax adequately the public service corpora- 
tions which made use of the streets, public highways, and public 
waters of the state. The significance of the term is seen from the 
explanation of its meaning, given by the court in one of the early 
cases. The court said:! 

When a right of way over a public street is granted to such a corporation 
with leave to construct and operate a street railroad thereon, the privilege 


is known as a special franchise, or the right to do something in the public 
highway, which except for the grant would be a trespass. 


The resort to such a singular method of taxing public service cor- 
porations (for the courts have held that the tax applies only to 
public uses of the streets) ? was the direct result of the decision of 
the state courts, in 1898, that as the laws stood at that time the 
money-earning power accruing from the use by corporations of 
streets, parks, and other public places was not taxable.* To 
remedy this defect the legislature passed in 1899 the so-called 
Ford special franchise tax law as a means of reaching this source 
of taxable capacity.* The special franchise was defined to be real 
estate, and was declared to include the value of the tangible prop- 
erty of a person, copartnership association or corporation situ- 
ated in, upon, under or above any street, highway, public place, 
or public waters in connection with the special franchise.> The 
assessment is made by the tax commission, but the results are 
certified back to the tax districts for taxation at the local rates. 
These valuations are levied upon not only for the ordinary state 
and local taxes, but also for any special district taxes levied by 

1 174 New York Reports, 417. 

2 67 Misc. Rep. 471. 

3 State Board of Tax Commissioners, Report, 1900, p. 17. 


4 Laws of New York, 1899, ch. 712. 
5 Tax Law of New York, Art. I, § 2. 
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the district to which the special franchise valuations have been 
certified. The chief administrative features will be described 
briefly. 

Every individual or association subject to a special franchise 
tax is required to report to the state board within thirty days 
after such franchise has been acquired, setting forth the partic- 
ulars of the terms on which the grant is enjoyed. The commis- 
sion may require supplemental reports from time to time and 
shall furnish the blanks on which all reports are made. These 
reports are to be sworn to by the president or other responsible 
officer. Notice of the valuation shall be sent to the party con- 
cerned and a hearing shall be granted, if desired. After having 
heard complaints and made the changes required by the evidence 
presented, the commission is to equalize the assessment of the 
special franchise to the same percentage of full value as that at 
which other real property in the same district is assessed. This 
provision was added in 1911.1! The equalized valuation is certi- 
fied to the local officials by whom it is entered upon the proper 
tax rolls. Any assessment of a special franchise may be appealed 
to the state supreme court on a writ of certiorari and upon a 
review of the state board’s assessment the court is empowered to 
grant such relief as in its judgment seems necessary. 

The law has been weak on the administrative side from the 
beginning. The chief defect has been the absence of a provision 
requiring the prompt payment of the assessed taxes as a condition 
precedent to certiorari proceedings for the review of the assess- 
ment. Many corporations have taken advantage of the delay 
caused by litigation to postpone or possibly entirely to avoid the 
payment of taxes. It appears to have become, by 1906, “ the 
settled belief of all corporations that they were entitled to relief 
in their assessments, as a matter of right, in all cases where writs 
of certiorari were taken to review the assessments of special 
franchises.” ? The delay and mischief caused by judicial review 
of the facts and equalization of the assessment may be shown by 
the unpaid taxes. From 1899 to 1907 taxes remained unpaid 


1 Laws of New York, 1911, ch. 804. 
2 State Board of Tax Commissioners, Report, 1906, p. 7. 
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upon a total valuation of $1,443,282,693, while the total assess- 
ment of special franchises in the same period had been $2,717,- 
948,454. A conservative estimate of the taxes due in 1907 placed 
them at $22,250,000, of which $21,650,000 were due in the city of 
New York alone. In this year there remained still unpaid the 
taxes on the assessments of 1900 against twenty-two parties, the 
assessments aggregating $19,962,911. For each succeeding year 
since 1900 the number of assessments contested and the amount 
of taxes unpaid steadily increased. 

One cause for the delay has been in the fact that in all litigation 
the state board has had no power to employ counsel, though re- 
quired to defend its valuations. The cases have been handled by 
the attorney-general, who has often designated other counsel for 
the purpose without consulting the state board. The relations 
between the two departments appear to have been somewhat 
strained at times,’ and the absence of a well-managed and syste- 
matic direction of the litigation has unquestionably contributed 
to the delay of settlements and the payment of taxes due. Despite 
greater efforts to dispose of cases pending, there remained unset- 
tled on January 1, 1909, cases involving valuations aggregating 
over $1,000,000,000.3 

Another factor which has greatly hindered the efficient opera- 
tion of the law has been the practice commonly engaged in by the 
corporations, of introducing new or different evidence in the 
judicial hearings from that on which the state board based its 
action. For instance, in the Jamaica Water Supply Case,‘ the 
company’s officials had made a sworn return to the state board 
that the value of the property within the highways was nearly 
$1,000,000 and of that without the highways was about $71,000; 
but in the certiorari proceedings the same official who had signed 
the former statement testified that the values were $400,000 for 
the property in the streets and $300,000 for that outside.® The 

1 State Board of Tax Commissioners, Report, 1907, pp. 5, 6. 

2 References to the strained situation occur frequently. Cf. zbid., 1906, p. 7; 
ibid., 1908, p. 5. 

3 Tbid., 1909, Pp. 5- 


4 196 New York Reports, 39. 
5 Cf. State Conference on Taxation, 1912, p. 180. 
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effect of this practice has been to put the board in the light of an 
unsuccessful litigant before the courts and so to discredit the 
valuations made by it.!. The policy of judicial review of the com- 
mission’s findings of fact is incongruous and the case referred to 
illustrates one sort of abuse which is thereby made possible. The 
state tax commission is an expert body, qualified to perform the 
valuation of the special franchises; the courts are not experts in 
taxation and equalization and should not be expected to pass 
beyond the bounds of their peculiar province. The main purpose 
of the review by certiorari was formerly to secure a reduction of 
the assessment to the same basis as that used for other property 
in the district. It is inexplicable that for a dozen years the courts 
should have been allowed to exercise the purely administrative 
function of equalization of the special franchise assessments; and 
the whole situation emphasizes anew the pressing need for greater 
power of control over local assessments, in order to know more 
accurately the basis of local valuation as well as to secure greater 
freedom in determining the proper valuation of the special fran- 
chises. The findings of the tax commission should be reviewable 
by itself only, with such right of appeal to the courts as would 
safeguard the legal rights of all parties.2 The amendment of 1911 
authorized the commission to equalize the assessments to the 
same basis of full value as that used for other property, and to 
collect the necessary data for this purpose. This amendment 
removed at once the incentive for many of the appeals for review 
of the assessment which had formerly been brought and the num- 
ber of appeals has greatly diminished. In 1914 only 117 applica- 
tions for review were filed.* Satisfactory progress has also been 
made recently in clearing the docket of the older appeal cases. 
At the beginning of the year 1914 there were 682 appeals pending 
from steam railroads alone. By a series of compromise proposi- 
tions settlements were effected in 362 cases. In all, some 642 
certiorari proceedings to reduce assessments, involving an aggre- 
gate special franchise valuation of $190,927,259, were settled in 

1 Recently the board has been enforcing more strictly the penalties provided for 
unsatisfactory reports. Report, 1913, p. 13. 


2 The board has long urged such a reform. Report, 1902, pp. 15, 16. 
’ State Board of Tax Commissioners, Report, 1914, p. 1. 
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1914.1 There were 326 cases disposed of in 1915, and 1284 cases 
still pending settlement.” 

In the earlier years of special franchise taxation the state 
board refused to make public its rule of valuation, contending 
that it had no hard and fast rule but was governed by the condi- 
tions and circumstances of each individual case.? This position 
has been consistently held, and the board has insisted that a 
number of factors enter into the determination of the taxable 
value of a special franchise.* Such secrecy of procedure was char- 
acteristic of the earlier practice of the tax commissions in general, 
and it presents one of the most serious problems of centralized 
administration of an ad valorem tax. Professor Seligman’s 
criticism is exceedingly pertinent :° 

And what is worst of all, the secrecy observed by the State Board of 
Assessors renders it utterly impossible for either the victim or the scientific 
observer to point out the error in the procedure. Especially true is this in 


all those cases where it has become customary to assess the value of the 
franchise of corporations. . . . 


A very interesting statement of the factors considered in the 
assessment of highway crossings was made by one member of the 
board before the Utica conference on taxation in 1911. Because 
of the general reticence of the board on the subject it will be of 
interest to quote at some length from this account:® 


Two elements are separately considered in the first instance, namely: 
The value of the intangible right or privilege to cross the street, and the 
value of the tangible property situated in such street and used in connection 
with such right. After being considered as separate elements they are united 
to fix the value of such crossing. The value of the tangible property used 
in connection with each crossing appears upon the valuation sheets of the 
Board, and the difference between the total valuation fixed for each crossing, 
and the value of the tangible property appearing in connection therewith, 
represents the intangible value of said right or privilege at such crossing. 


1 State Board of Tax Commissioners, Report, 1914, p. 12. 

2 Tbid., 1015, P- 7: 

3 I[bid., 1900, p. 20. 

4 The board refused to disclose its methods in Bryan v. State Board of Tax 
Commissioners, 67 Misc. Rep. 474; also in Queens Borough Gas and Electric Co. v. 
Woodbury, 67 Misc. Rep. 481. 

5 Proceedings of the National Tax Conference, 1908, p. 217. 

8 State Conference on Taxation, 1912, pp. 182, 183. 
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In arriving at the intangible value the Board takes into account the popu- 
lation of the municipality where the same is located, as shown by the last 
State enumeration; the character of the crossing itself — as to whether the 
railroad crosses at grade, overhead or below — the relative importance of 
the street with reference to its use by the public at the place of crossing, the 
amount of traffic thereover by the railroad, and the resulting interference 
with the use of the street by the public; the character of the trackage, 
whether by through train service or for switching purposes; the extent of 
occupancy; the land values in the locality in which the crossing is located; 
the general financial condition of the company as bearing upon the question 
as to whether the railroad is a paying venture or otherwise, and the general 
information of the members of the Board as to prices paid to the various 
municipalities for similar occupancies. The Board fixes the value of the 
right to cross these streets according to its best judgment in the light of all 
the surrounding circumstances and conditions. 

By the use of application tables each crossing is fitted into its proper class 
and a uniformity of grading and valuation is established throughout the 
state. 


Other factors which are sometimes used as guides to value are 
the prices paid by corporations to municipalities for franchise 
privileges; ! and, for the value of the tangible property, the fee 
value of the land occupied. In New York City street railroad 
companies pay, under the railroad law, 3 per cent of their gross 
earnings for the first five years and 5 per cent thereafter, and are 
apparently willing and anxious to receive grants on this basis. 
These considerations are rightfully regarded as significant evi- 
dence of the value of the franchise. The fact that for the part of 
the property which is outside the street a big investment in land 
is necessary, while for that placed in the street no such outlay is 
required, suggests that an addition be made in the latter case of 
at least the fee value of the land occupied. The board regards 
the net earnings rule as a valuable test, ‘‘ but more often than 
otherwise deceptive and unreliable as a fixed standard of ascer- 
taining value when practically the only information is to be 
obtained from corporate reports made to this Board.’’? The 
speaker quoted at length above emphasizes the difficulty of 
maintaining the close supervision of the business and accounts of 

1 Cf. the critical discussion of the whole problem of corporate assessment in 
State Board of Tax Commissioners, Report, 1909, pp. 5-18. 


2 Ibid., p. 7; also, ibid., 1913, p. 14. The board again states that it has no gen- 
eral rule. 
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the corporations which the net earnings rule would involve. He 
further insists that this rule permits no discrimination between 
the various kinds of street occupancies. The four track railroad, 
almost completely obstructing the highway, and the lone wire of a 
telephone company placed in an underground conduit, are treated 
exactly alike. The former is a virtual monopoly, while there may 
be many mains of competing telephone, gas, water, or electric 
companies. 

Notwithstanding the board’s objections to the net earnings 
rule, the trend of judicial thought appears to favor that method of 
valuation.1 While the courts recognize the possibility of other 
methods than the capitalization of net earnings, the variance in 
the point of view between them and the tax commission as to the 
more desirable methods of valuation emphasizes strongly the 
need of more complete centralization of the administrative fea- 
tures of the tax into the hands of the latter and the elimination 
of the judicial review. Under the amendment of 1911 there has 
been much less resort to the courts, though as the system stands 
the latter still possess unlimited powers of review which will 
continue to be invoked as freely as ever by those interests which 
are bent on thwarting the efforts of the tax commission, if there 
be any possibility of advantage from the process. 

The new state tax department found, in 1915, that the work of 
special franchise assessment was “in a deplorable condition.” 
The lack of codrdination of the assessment of different classes of 
corporations had led to inconsistent and contradictory applica- 
tions of the law, to unscientific valuations and unjustifiable 
cancellation of millions of dollars of special franchise assessments. 
The entire special franchise bureau is now in charge of a deputy 
tax commissioner, under whom three divisions have been organ- 
ized, for water, gas, and electric companies; telephone and tele- 
graph companies; and steam railroads. The commission stated 
in 1915 that the new bureau had developed a new method for 
valuing railroad occupancies and street crossings. This method is 
not described in detail, but the essential feature seems to be the 
railroad’s use of the crossing or occupation to the exclusion of the 


1 Board of State Tax Commissioners, Report, 1909, Pp. 5. 
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public, as against the factor of public use of the highway, now 
said to have been an important element in the older method.1 

The main facts regarding special franchise assessments for 
certain years are here presented: ” 


SPECIAL FRANCHISE ASSESSMENTS, SELECTED YEARS, 1900-13 


Aggregate Number of separate Number of corporate 
Year assessment assessments assessments 
1900........ $266.2 millions 4,751 1,370 
TOOSS eee 284.8 “ 4,506 1,408 
lemme | ose 6,395 1,830 
TOLER ee 614.8 “ 7,084 2,494 
ROPER oooh s 640.1 “ 7,341 2,020 


In 1899 the total assessment of tangible property in public places 
by the local assessors was $196,061,902. It is evident from the 
marked increase that a considerable amount of taxable capacity 
was escaping taxation. The figures declined in rgor because of the 
exemption of all street crossings less than 250 feet in length. The 
board had advised this exemption because of the expense of 
making the assessments; * but it was later found that the greater 
part of the values so exempted were in the populous centers where 
the loss in revenue was serious, and in 1907 the exemption was 
amended to apply only to crossings outside of cities and villages.® 
In 1909 the aggregate valuations were reduced by the cancellation, 
in judicial review, of an assessment of more than $24,000,000 
against the Interborough Rapid Transit Company. It is of some 
significance that less than one-third of the assessments, on the 
average, are made against corporations. Some weight is given, by 
this fact, to the board’s objections against attaching large impor- 
tance to the stock and bond rule of valuation. Such a rule would 
of course apply only to those special franchises held by corpora- 
tions; but the proportion of the total valuation assessed against 
corporations is undoubtedly far greater than the relative numbers 
of corporate and individual assessments would indicate. 

1 State Tax Commission, Report, 1915, pp. 17, 18. 

* From the Reports of the Board of Tax Commissioners. 

3 Laws of New York, 1901, ch. 490. 

“ State Board of Tax Commissioners, Report, 1900, pp. 20, 2r. 
5 


Laws of New York, 1907, ch. 720. This amendment was recommended by 
the board in its Report for 1906, pp. 8, 9. 
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It is, of course, apparent that this system of taxing public 
utility corporations is fundamentally defective, dividing as it 
does the property of these companies between two taxing authori- 
ties. The tax commission assesses all of the property located in, 
upon, under, or above the streets and other public places, except 
crossings 250 feet in length and located outside of cities and vil- 
lages. The remainder of the property, which includes all of the 
plant located on private right of way, is assessed by the local 
assessors of the districts where the same is located. The absurd- 
ity of such a policy of assessment, as applied especially to the 
railroads, was denounced in scathing terms by a speaker at the 
Utica tax conference in 1911. After characterizing the existing 
system of corporation laws as a ‘‘ mere matter of patchwork and 
makeshift,” he said: } 

To this chaotic mass (of corporation taxes) the inspired genius of our lion- 
hunters and law-givers added the marvelous Special Franchise Tax Law 
with its developments gravely separating the crossings of city streets and 
village highways from other railroad property and seriously engaging there- 
with the grave deliberations of a State Board of experts upon the apparent 
theory that while the valuation of millions of dollars of railroad property 
outside the streets was wholly within the capacity of the average country 
assessor, the moment the railroad crossed a village highway or city street, 
it became imbued with certain extraordinary qualities and problems which 
were far beyond the abilities of the minds that were called upon to value 
other railroad properties and cried aloud to Albany for solution. 


The board has not been insensible of this defect in the system 
and it has frequently called attention to its absurdity, especially 
as applied to the railroads;? but it has not pressed for the most 
practical remedy, however, which would be to place the assess- 
ment of the whole property of these corporations in the hands of 
the state board. Instead, it has suggested the impractical plan 
of requiring the county supervisors to employ experts to perform 
periodical valuations of the railroad property. These valuations 
would not be binding upon the local assessors but would be avail- 
able for them as a guide to the actual determination of the proper 
assessment.? Any plan which left to the local assessors the piece- 

1 State Conference on Taxation, 1912, p. 189. 

2 State Board of Tax Commissioners, Report, 1904, pp. 11-14; ibid., 1907, p. 14; 
ibid., 1908, pp. 10, 11; 7bid., 1911, p. TO. 

3 Tbid., 1908, pp. 10, 11. 
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meal valuation of the railroads of New York state would be 
utterly worthless, and in so far, this one must be condemned. A 
scientific valuation of the whole property of the railroads, con- 
sidered as profit-producing plants, would be of far greater value. 
No sort of valuation which seeks to parcel out in two portions a 
really indivisible whole can be regarded as successful; and any 
thorough reform of the system now in vogue in New York must 
involve the abandonment of the artificial distinctions set up by 
the system of special franchise taxation.! 


ADMINISTRATION OF THE MortTGAGE REGISTRY TAX 


The question of mortgage taxation has been one of the most 
perplexing of the tax problems that have engaged the attention of 
administrators and students in the United States during the last 
half century. A blind resistance to all proposals for exemption 
has been inspired by a stubborn faith in “ equality of taxation,” 
strengthened by a conviction that exemption would favor the 
rich money-lending class; on the other hand, the ease of evasion 
has usually afforded practical exemption, while the risk of assess- 
ment has offered opportunity and incentive for increasing the 
interest paid by the borrower to whom the higher rate of interest 
has been evidence of oppression by the money-lender.? In this 
conflict the borrowing class has inevitably come out loser, both 
from a higher rate of interest on its loans and from a higher rate 
of taxation on other property brought about through the evasion 
of money loaned on mortgages. 

The futility of attempting to reach mortgages under the general 
property tax was early perceived in New York. The New York 
tax commission of 1862-63 reported a law providing “ that the 
net value only of every person’s taxable estate, whether invested 

1 In r91r the board recommended that its skilled staff be given the duty of 
valuing the entire main stem of the railroads. Report, 1911, p. 10. 

2 The incidence of a tax on mortgages has been investigated by many writers. 
Seligman, The Shifting and Incidence of Taxation, pp. 333-337, states the general 
theory. Cf. also Plehn, “Taxation of Mortgages in California,” Vale Review, 
viii, pp. 31-67; Report of the Commission on Taxation of Massachusetts, 1897, pp. 36- 


40; T. S. Adams, “ Mortgage Statistics and Taxation in Wisconsin and Neighbor- 
ing States,’ in Wisconsin Tax Commission, Report, 1907, Appendix B. 


TAX COMMISSION OF NEW YORK 207 


in land or in any other species of property,” should be taxed; and 
that in taxing mortgaged real estate, the tax should be propor- 
tionably assessed upon the land and the possessor of the mort- 
gage, and that the mortgage should not be otherwise taxed.1 In 
1870 the Chamber of Commerce of New York petitioned the 
legislature to exempt mortgages from all taxation and framed a 
bill for that purpose, but it failed of consideration.? The special 
tax commission of 1871 recommended the complete exemption of 
mortgages on the ground of expediency, since such a policy had 
been adopted by Pennsylvania and New Jersey and capital was 
being diverted from the state.’ In the second report of this noted 
commission, published in 1872, mortgage exemption was again 
advocated, this time in connection with the revival of the diffusion 
theory of incidence.‘ 

The suggestions of the commission of 1871 failed to make any 
impression upon legislative opinion in New York, though its re- 
ports were widely circulated at home and abroad, and, as its chair- 
man elsewhere remarked, became “the incipient agency in creating 
a permanent public interest in the principles it discussed.” > No 
change was made in the method of taxing mortgages and the 
subject became quiescent until 1900, the recommendation of 
the commission of 1892 for a tax of 4 per cent on all real 
estate mortgages amounting to $200 having awakened no stir 
of interest in the question. In 1900 the Joint Committee on 
Taxation renewed the proposal for a tax of 4 per cent on mort- 
gages, the revenue to be used for state purposes.’ This suggestion 
for the special taxation of mortgages, it should be noted, was not 
the fruit of the committee’s consideration of theories of incidence 
or of double taxation; it was rather the outcome of the long 
struggle between the rural and the urban interests over the state 
equalization, which the committee declared to be “ the most 


1 Quoted in the Report of the New Vork Special Tax Commission, 1871, p. 72. 

2 Cf. ibid., pp. 76, 77, and note. 

3 Tbid., pp. 76-79. 

4 Tbid., 1872, p. 49. 

5 TD. A. Wells, ‘‘ Reform of Local Taxation,” North American Review, 1876,p.357. 
8 Report of the Joint Committee on Taxation, 1893, p. 12. 

7 Ibid., 1900, p. 8. 
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deep-seated and ancient grievance in our system of taxation.” 
The special tax on mortgages was advanced as one of the sources 
of revenue by the aid of which the state might dispense with the 
direct tax and so relieve the bitterness of the ancient feud. This 
bill failed to pass,! but interest in the subject had again been 
aroused and one or more bills were introduced in each session of 
the legislature until 1905, when an annual tax of 4 per cent en- 
acted.2. This act remained in force for one year only and in 1906 
it gave way to the present mortgage registry tax law, whereby a 
recording tax of fifty cents per $100 or major portion thereof was 
to be paid at the time of recording the mortgage.* The tax was to 
apply to all mortgages recorded after the law went into effect, 
and was in lieu of all other taxes except: 

1. Upon mortgages held by state or national banks, the value of which 

entered into the value of their capital stock; 
2. Upon mortgages held by insurance companies as a part of the gross 


premiums; or by trust companies and savings banks; 
3. The inheritance tax. 


The receipts from the tax were to be divided equally between the 
state and the district in which the mortgaged property was 
located. The act of 1905 had allowed old mortgages to be listed 
and taxed at the low rate of $ per cent. The law of 1906 excluded 
old mortgages and made them subject again to the local assess- 
ment. Much complaint was aroused by this provision. Many 
mortgages had been listed under the implied promise of lower 
taxation, which was now suddenly withdrawn, leaving the 
recorded mortgages antedating 1906 to the tender mercies of the 
local tax rate. This anomaly was removed in 1907.4 

The administration of the tax is largely in the hands of the 
local officials, over whom supervision is maintained by the tax 
commission. For this purpose a mortgage tax bureau has been 
established. The agents of the latter inspect the local records and 
check the recorder’s calculations of taxes due and his accounts of 
the disposition of the funds. The chief duty which the board 

1 The arguments are reviewed by Seligman, ‘‘ Mortgage Taxation in New 
York,” Pol. Sci. Quart., xv, pp. 640 ff. 

2 Laws of New York, 1905, ch. 720. 3 Ibid., 1906, ch. 532. 

4 [bid., 1907, ch. 340. Board of Tax Commissioners, Report, 1906, pp. 11, 12. 
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itself performs is that of apportioning the mortgages upon prop- 
erty which lies within and without the state, the tax being pay- 
able, of course, only upon the proportion of the property which is 
within the state. Considerable difficulty was encountered at first 
in valuing these properties, which included “ real estate, special 
franchises, tangible personal property, rents, choses in action, 
and in fact, every species of property, tangible and intangible, 
covered by the mortgage.’’! No adequate authority was pro- 
vided for the collection of information pertinent to the valuation 
of interstate properties and the board was confined to the con- 
tents of a meager statement filed by the mortgagor. The task of 
equitable apportionment has been materially lightened by 
restricting the term “ property ”’ to tangible property covered by 
the mortgage and by authorizing the state board to call witnesses 
and require the production of books and other information relat- 
ing to the property.” In a like manner the board apportions the 
valuation of mortgages covering property in more than one tax 
district or county. If the assessed valuation is available for the 
tracts in question, the apportionment becomes merely clerical; 
but if this assessed valuation cannot be determined or ascertained, 
the tax commission is authorized to make an assessment, which is 
valid, however, only for the purposes of the apportionment. 

The work of the state board of tax commissioners seems to have 
slackened here as at numerous other points as the date for its 
dissolution drew near. The new tax commission found, on assum- 
ing office in 1915, seventeen interstate mortgages, involving an 
aggregate indebtedness of $149,999,900 and a tax of $131,540, 
concerning which no action had been taken for more than a year. 
Twelve of these cases were disposed of within the year and $125,- 
596 in taxes were distributed to the proper jurisdictions. More 
than 200 cases in intra-state mortgages covering property in 
more than one district were also pending. All of these were 
promptly settled.’ 

The mortgage registry tax has become a productive source of 
revenue to the state and it has unquestionably lessened the eva- 

1 State Board of Tax Commissioners, Report, 1906, p. 14. 


2 Laws of New York, 1907, ch. 340. 
3 State Tax Commission, Report, 1915, pp. 19, 20. 
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sion of this class of property rights, while it has materially in- 
creased its contribution to the common burdens. The experience 
under the law has not been wholly satisfactory and serious com- 
plaints have arisen from the rural districts. The chief basis for 
criticism has been the alleged loss of revenue as compared with 
the former system.1 Mortgages, it has been asserted, had been 
an important factor in the personal property assessments, and 
one-half of the registry tax has not balanced the receipts from 
such mortgages as were listed under the former system. No evi- 
dence exists to substantiate the argument of these rural communi- 
ties but it is unlikely that mortgages ever had been, or ever would 
be, a significant element in either rural or urban assessments. 
Further, the distribution of receipts according to the location of 
the property, instead of according to the residence of the owner, 
had occasioned some shifting of the benefits derived from the 
tax. To some extent, this method of distribution should lessen 
the real force of the above objection, since the receipts from the 
tax on farm mortgages would go to the rural districts instead of 
to the cities, where the lenders, as a class, would be found. It was 
argued, in favor of the tax, that the lower rate would enable the 
farmer to borrow at lower rates of interest; but the evidence has 
showed that the savings banks and trust companies have loaned 
very little money on the security of farm property, the owners of 
which have, in consequence, been compelled to borrow of individ- 
ual lenders to whom they have paid the full market rate. The 
board reached the conclusion that in so far as the lower tax rate 
has resulted in a lower interest rate on mortgages, the benefits 
have been enjoyed by the large, rather than the small borrowers.? 
Finally, the flat rate of tax regardless of the lifetime of the mort- 
gage has meant inequality of burden within this class of property, 
being a gross discrimination in favor of the long-term corporate 
mortgage. The board has recommended that the exemption be 
allowed for five years, with payment of the tax at the expiration 
of each quinquennial period.* 

The gross receipts from the mortgage tax have declined con- 


1 State Board of Tax Commissioners, Report, 1908, p. 25; zbid., 1910, pp. 10, II. 
2 Maile, Top, wie 3 Tbid. 
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siderably in recent years and the cost of collection has advanced. 
The figures for the years 1913-15 are given: ! 


Cost of collection 


Year Gross receipts % of receipts 
TOES wea ea eee tard io kN Seo SiO. S4A. 1.67 
DOTA ire cuckasheres Snueencioiss osteoma es 3,255,172 2.10 
UG} COR ee ates BENCH Diner Seo oe eRe Le Ory e]6) 2.41 


The cost of collection has been enhanced by the improper allow- 
ances which the commission discovered had been made in nu- 
merous instances by the former tax department. On the other 
hand, the audits which had been made of the mortgage tax records 
in the counties had been quite unreliable and a stricter examina- 
tion of these records has been disclosing serious shortages in the 
return of tax receipts by the county clerks. The commission now 
has eight examiners at the work of inspecting the local records.” 


RECOMMENDATIONS 


Many of the more important of the commission’s recommenda- 
tions have been reviewed in the appropriate connection. The 
legislature has apparently been giving greater consideration to 
its suggestions in recent years and the latest revision of the tax 
laws will place the tax commission in a position to exercise even 
greater influence in the direction of future tax legislation. For 
the presentation of its view and the elaboration of arguments 
designed to reach the people of the state at large the annual 
reports present an opportunity of which full advantage has not 
always been taken by the commission. The quality of its dis- 
cussion has varied greatly from year to year and many of the 
reports have been almost entirely lacking in this important 
feature. In 1912 the annual report was supplemented by a 
pamphlet of instructions and explanations. The advance copy of 
the report for 1915 contains an excellent, though brief, account 
of the reorganization effected under the new law, with some 
account of former conditions and of new methods of adminis- 
tration being developed. The new commission recommends a 
comprehensive revision of the entire tax law and especially of its 
administrative features. 


1 From the annual reports of the tax commission. 
2 State Tax Commission, Report, 1915, pp. 20, 21. 
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CHAPTER VII 


THE STATE TAX COMMISSIONER OF MASSACHUSETTS 


THE evolution of centralized tax administration began very early 
in Massachusetts, but so slow has been the advance that today 
many states have surpassed her in the degree of state control 
attained over local assessments. The first stage of administrative 
centralization is to be traced to the latter seventeenth century, in 
the equalization of assessments by a committee of the General 
Court.! The purpose of these equalizations was to counteract the 
competitive undervaluation which, even at that early date, was 
beginning to characterize the general property tax. Real prop- 
erty was revalued and equalized at irregular intervals until 1781 
when the constitution ordained that the period between revalua- 
tions should not exceed ten years.? Reappraisals were actually 
made more frequently than once in ten years,’? but equalization 
of these successive appraisals remained in the charge of the legis- 
lative committee until 1871 when the function was transferred to 
the new state tax department.* 

The second stage in the evolution of state administration was 
reached in connection with the taxes imposed on corporations 
during the Civil War. Various attempts at corporate taxation 
had been made before this time; but in the earlier experiments 
there had been no provision for special administrative machinery. 
The withdrawal of Massachusetts banks from the state to the 
national system caused a rapid decrease in the revenue derived 
from bank taxes, and the effort to replace this revenue without 
increasing heavily the direct state tax gave rise to the first general 
corporation tax in the United States. An essential feature of the 

1 Cf. Bullock, The Finances of Massachusetts, p. 12. Professor Bullock has pub- 
lished a thorough review of the historical development of the tax system in Massa- 
chusetts in the Quart. Jour. Econ., xxxi, pp. 1-61. Nov. 1916. ‘‘ The Taxation 
of Property and Income in Massachusetts.” 

* Constitution of Massachusetts, 1781, ch. 1, art. 4, § 1. 

3 Bullock, op. cit., p. 14. 4 Laws of Massachusetts, 1871, ch. 125. 
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new tax was central administration of the tax on the “ corporate 
excess,” for the purpose of which the office of state tax commis- 
sioner was created.! For the first year the treasurer and auditor 
of state both served as tax commissioners but in 1865 the former 
was made tax commissioner ex officio, with authority to appoint a 
deputy by whom the actual work of the department was to be 
performed.? The special tax commission of 1875 recommended 
the legal recognition of this fact by the establishment of an inde- 
pendent tax department* but such action was delayed until 
1890.4 The act which accomplished this independence for the tax 
commissioner imposed upon him the duty of acting as commis- 
sioner of corporations; but inasmuch as this work has been 
entirely separate from the functions relating to taxation, no 
account will here be offered of his duties in this connection. 

The gradually expanding scope of the system of corporation 
taxes and the burden of the triennial equalization of property 
assessments increased the work of the department and necessi- 
tated the establishment of the office of deputy tax commissioner 
in 1898.° With this enlargement Massachusetts entered the field 
of supervision of local assessments, though the authority pro- 
vided was purely advisory in character.° The growing need of 
more efiective supervisory control over the local assessment of 
property led in 1908 to the establishment of three supervisors 
of assessments who were to act as agents of the tax commissioner 
in maintaining more direct and continuous relations with the local 
officials.? In the same act the organization of the tax department 
was further broadened by providing three assistants to the com- 
missioner. The latter was to appoint his assistants with the 
advice and consent of the governor and council. The duties of 
the tax department have been expanded from time to time also 
by an extension of the corporation taxes administered by it, by 
the assumption in 1907 of the administration of the inheritance 

1 Laws of Massachusetts, 1864, ch. 208. 2 [bid., 1865, ch. 283. 
3 Report of the Commission on Taxation, 1875, p. 82. 

4 Laws of Massachusetts, 1890, ch. 160. 

5 Tbid., 1898, ch. 507. 

6 Massachusetts Tax Commissioner, Report, 1899, p. 13. 

7 Laws of Massachusetts, 1908, ch. 550. 
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tax,! and by the enactment in 1916 of a tax on incomes.? Each of 
these functions of the Massachusetts tax department will now be 
considered in detail. 


Tur ADMINISTRATION OF THE CORPORATION TAXES 


The framework of the Massachusetts corporation tax had been 
developed before the Civil War.’ This system was in reality 
simply an application of the general property tax to various 
classes of corporations. Domestic manufacturing corporations 
were taxed locally on their real estate and machinery, while their 
shares were taxed in the hands of their owners. Double taxation 
was avoided by the provision that due allowance was to be made 
in assessing the stocks for the taxable valuation of the real estate 
and machinery. As Professor Bullock points out, this not only 
prevented double taxation; it undoubtedly insured partial taxa- 
tion because of the ineffectiveness of the local assessment of the 
stocks to their owners. The chief significance of the law of 1864, 
therefore, was the administrative change whereby the assessment 
of the stocks, and the allowance of the proper deductions on 
account of the tangible property locally taxable, were placed in 
charge of a new state tax department. Other significant changes 
were the collection of this tax on the corporate excess from the 
companies themselves, the exemption of the shares of stock in the 
hands of their owners, and the taxation of the corporate excess at 
the average rate on property throughout the state. 

The principal administrative features of the law may be briefly 
described. The first step is the calculation of the value of the out- 
standing shares of stock. To this end all corporations subject to 
the tax are required to report to the tax commissioner certain 
detailed facts concerning their business and the property used 
therein. These reports included a complete statement of the 
physical property, with its location, whether within or without the 
state and the facts as to the amount, classes, par and market 

1 Laws of Massachusetts, 1907, ch. 563. 2 Ibid., 1916, ch. 269. 

3 Cf. Bullock, “The Taxation of Corporations in Massachusetts,” Quart. Jour. 


Econ., Xxi, p. 192. 
4 Bullock, of. cit., pp. 184, 185. 
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value of its capital stock. With the exception of street railway 
companies all corporations are also required to furnish a list of 
stockholders with the place of residence and the number of shares 
held by each. The tax commissioner is required to ascertain, 
from the returns or otherwise, the true market value of the shares 
of each corporation and to estimate the fair cash value of the 
total volume of stock outstanding. If the stocks have market 
quotations the practice has usually been to use the market valua- 
tion of about April 1.! The value of unlisted stocks and of those 
having no quotations has been assumed to be equal to the net 
assets, the amount of which has been ascertained by deducting 
the debts from the aggregate valuation of real estate, machinery, 
merchandise, bills receivable,and cash.? The practice of creating 
fictitious debts led the Joint Special Commission of 1907 to recom- 
mend that no debts be considered by the tax commissioner unless 
accompanied by a sworn statement that they had not been in- 
curred for the purpose of evading taxation. This recommenda- 
tion was later adopted.* 

The next step is to ascertain the deductions to be made from 
the aggregate value of the capital stock of each corporation. The 
tax commissioner transmits to each assessor a list of the corpora- 
tions known by him to be lable to taxation on their corporate 
excess. In return he receives from the local officials the locally 
determined assessment of real estate and machinery. These 
figures may be accepted as the true value of these forms of prop- 
erty, but the tax commissioner is not bound by them and he is 
now authorized in his discretion to require any corporation to 
prosecute an appeal from the local valuation.4 The accuracy of 
the local assessment affects the distribution of the tax, and the 
tax commissioner is empowered to correct the local figures. He 
is now required, also, to assess the poles, wires, conduits, and other 
structures of telegraph and telephone companies, and apportion 

1 Cf. Tax Laws of New York, 1910, § 40. 

2 Report of the Commission on Taxation, 1897, pp. 16, 69; Massachusetts Tax 
Commissioner, Report, 1905, pp. 24, 25. 

3 Report of the Joint Special Committee of Massachusetts, 1907, p. 118; Laws of 


Massachusetts, 1910, ch. 270. 
4 Tbid., 1909, ch. 439. 
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these values locally. Previous to 1902 these various structures, 
the property of telegraph and telephone companies, were exempt 
from the local assessment.! In this year the towns secured an 
amendment making this property taxable where located with 
a view to increasing the local revenues.? The local piecemeal 
assessment of forms of property extending continuously through 
a number of tax districts cannot be adequately performed by 
the local assessors of Massachusetts or of any other state. In 
1914 the tax commissioner reported that much of this property 
was escaping and that serious inequalities marked the results in 
adjoining districts.? His recommendation for a state assessment 
and apportionment of this property was immediately accepted 
by the legislature.‘ 

The historical development of the Massachusetts tax system 
has lessened the need of such an extended application of the unit 
rule as has been found necessary in other states. Turnpike and 
bridge companies have enjoyed exemption on their property, a 
concession which was of greater significance in the days when 
such companies were important. A court decision of 1842 
exempted from local taxation the right of way of railroads to a 
distance not exceeding five rods‘in width.’ The corporate excess 
of railroads, as now assessed, includes therefore some element of 
real estate value.® 

The calculation of the amount of corporate excess on which 
each corporation shall be taxed, the determination of the average 
rate of taxation to be applied, and the distribution of the taxes 
complete the administrative duties of the tax commissioner in 
connection with the general corporation tax. After the data 
described above have been compiled these matters become more 
or less routine in character and impose principally additional 

1 Massachusetts Tax Commissioner, Report, 1914, p. 27. 

* Laws of Massachusetts, 1902, ch. 342. 

3 Massachusetts Tax Commissioner, Report, 1914, pp. 27-30. 

4 Laws of Massachusetts, 1915, ch. 137. 

5 Bullock, “‘ Taxation of Corporations in Massachusetts,” Quart. Jour. Econ., 
xxi, 185. Cf. also The Inhabitants of Worcester v. The Western Railroad Cor pora- 


tion, 4 Metcalf, 564. 
§ Bullock, loc. cit., pp. 218, 2109. 
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clerical labors upon the tax department. In some respects, how- 
ever, they serve to emphasize certain defects in the Massachusetts 
system of corporate taxation. 

The first of these defects is in the limited scope of the corpora- 
tion tax and its inadequacy as a means of reaching corporate 
ability to pay. It is unnecessary here to enter into the full dis- 
cussion of this phase of the subject, a phase which has been quite 
fully treated by the tax commissioner and by various writers on 
the Massachusetts corporation tax.!. The exclusion of corpora- 
tion bonds from the calculation of corporate excess is generally 
held to be a mistake, since corporate debts represented by bonds 
constitute as truly an investment of capital in the business as 
does the capital stock.? With the restriction of bond issues by the 
Massachusetts law there is less likelihood of extensive evasion in 
this manner than in other states, and in any case it is doubtful if 
the difference in tax burden would often prove the determining 
consideration in a choice of bonds instead of stocks in new cor- 
porate financing. In 1913 the legislature raised the bond limit 
from one to two dollars of bonds for each dollar of stocks of public 
utilities outstanding. The tax commissioner pointed out that 
under this measure new financing might tend to be undertaken 
by a larger use of bonds, a fact which would tend to decrease the 
equities in the capital stock. This decrease in the amount of 
corporate excess taxable at the average state tax rate would 
hardly be offset by increased effectiveness in taxing new bonds 
for local purposes, although some gain may now be expected 
under the new income tax. The amount of corporate excess 
assessed to the public service corporations has declined materially 
since 1912.4 


1 Massachusetts Tax Commissioner, Report, 1911, p. 30; Bullock, The Finances 
of Massachusetts, pp. 118, 119; C. A. Andrews, ‘‘ The Taxation of Corporate Fran- 
chises in Massachusetts,’ Vale Review, xix, p. 357. 

2 Ripley, Railroads: Finance and Organization, ch. 2. 

3 Laws of Massachusetis, 1913, ch. 784. 

4 Amount of Corporate Excess assessed to 


Street Other public ser- 
Year Railways (millions) vice corporations 
0) Bue ORO OOTREC AOU LOUDE ONOCORD NO GOOOTE 66.6 $243.7 
MOUS coo creed aieieveress-¢, cide aphnic ately a srs vie bTistoieh aia 60.2 207.8 
Bt Es oe mi cncehcrith FIO CON TUGIOO OLD Dome OLE 53.2 164.9 


VOUS ioe aiaieie Bitte ia elas a hale emiAuiad. es. * Mdipie eo alaiele.aip 46.1 145.2 
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The taxes paid by these corporations have declined heavily also, 
notwithstanding an increase in the average rate of taxation since 
1912. Various influences have undoubtedly contributed to this 
decline in stock values, a decline which reduced the franchise tax 
on the public service corporations by more than $2,000,000 from 
1912 to 1915. In all cases, certainly, it does not represent a 
decline in tax paying ability, since there have been new issues of 
stock which have been paralleled by new construction of plant 
subject to local taxation.! 

The advantage indirectly given to the public service corpora- 
tions through the change in the bond limit and the exclusion of 
bonds from the calculation of corporate excess is paralleled for 
the ordinary business corporation by the limitation of the tax- 
able corporate excess to 120 per cent of the real estate, machinery, 
merchandise, and taxable securities.2 This restriction of the 
amount of taxable corporate excess of the private business cor- 
poration was evidently designed to afford a certain protection 
and encouragement to these classes of corporations; but it 
actually operates with the greatest injustice, since it penalizes 
those companies which carry a considerable stock of merchandise 
while it virtually exempts others with a small stock of merchan- 
dise but with large assets in the form of bills receivable, cash, etc. 
The tax commissioner has pointed out that this limiting clause 
affects only about one-third of all the corporations taxed under 
this law in Massachusetts — 2,292 out of a total of 6,478 com- 
panies in 1915. But those which do obtain the advantage are 
among the most securely established and most prosperous of all 
the companies doing business in the state. The untaxed portion 
of the corporate excess in 1915 was $102,805,836, as against a 
taxable amount of $95,775,502.3 

A similar advantage accrues to certain classes of companies 
from the statutory provision that mortgages, to an amount equal 
to the assessed value of the real estate, are an interest in real 


1 Massachusetts Tax Commissioner, Report, 1915, p. 8. 

* Laws of Massachuselts, 1903, ch. 437. 

3 Massachusetts Tax Commissioner, Report, 1915, pp. 18,19. Cf. Bullock, 
“Taxation of Corporations in Massachusetts,” Quart. Jour. Econ., xxi, pp. 211—- 
213, for a discussion of the discrimination against unincorporated concerns. 
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estate.!. This provision, as construed, actually permits deduc- 
tion of all real estate and mortgages owned.2? The trust com- 
panies seem to have profited most by this legal position. In 
1915 the tax commissioner, comparing the situation of that year 
with 1912, found that there were nine additional trust companies, 
that the combined capital and surplus was larger by $626,176, 
and that the aggregate gross earnings were greater by $5,781,007; 
but that the aggregate tax liability was less by $94,649. In the 
case of thirty-seven out of the seventy-five trust companies oper- 
ating under Massachusetts charters in 1915 the mortgage deduc- 
tion overbalanced the taxable value and there was no taxable 
corporate excess.’ 

The changes in the method of distributing the tax on the cor- 
porate excess reflect, in an interesting way, the struggle that has 
been going on in several states to secure a greater revenue for the 
municipalities in which the corporate property is located and in 
which the business is actually carried on. The familiar principle, 
mobilia personam sequuntur, was followed in the earlier laws for 
the taxation of corporations in Massachusetts and the portion of 
the tax not retained by the state on account of non-resident 
shareholders was distributed to the localities in which the share- 
holders happened to reside. In the course of time the rising tax 
burden of the larger municipalities led to a general migration of 
wealthy stockholders to the smaller residential towns in which 
the local tax rates became merely nominal. Meanwhile the tax 
burdens of the industrial centers became progressively heavier. 
This situation received the attention of several of the special tax 
commissions which have been created in recent years. The com- 
mission of 1897 recommended that the state retain the tax on 
the corporate excess and then assume the expenses of the coun- 
ties. The Joint Special Commission of 1907 advised the reten- 
tion by the state of the tax on the corporate excess of railroad, 
telegraph, and telephone companies with a corresponding reduc- 
tion of the direct state tax.> The Commission on Taxation, report- 

1 Laws of Massachusetts, 1881, ch. 304. 2 137 Mass. 80, 
3 Massachusetts Tax Commissioner, Report, 1915, pp. 8, 9. 


4 Commission on Taxation, Report, 1897, pp. 116-118. 
5 Joint Special Commission on Taxation, Report, 1907, pp. 35-39- 
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ing in 1908, endorsed this proposal, and a minority desired to 
extend it to the tax paid by manufacturing and business corpora- 
tions as well. The majority recommendation on this point, 
however, was the proposal that one-half of the tax on business 
and manufacturing companies be distributed according to the 
domicile of the owners, one-half according to the location of the 
plant or the conduct of the business.1 This recommendation was 
adopted in 1908.2 A series of amendments have since turned 
over to the towns in which the business is carried on the whole 
of the tax on these corporations except that part retained by the 
state on account of non-residents. This method of distribution 
was adopted for all classes of corporations in 1916,’ leaving only 
the receipts from the bank tax to be distributed according to the 
domicile of the shareholders. 

In addition to his duties in connection with the general cor- 
poration tax the tax commissioner is given supervision over the 
special taxes that have been imposed upon certain classes of cor- 
porations. The list of such taxes includes the taxes on savings 
banks and the savings departments of trust companies, the excise 
tax on foreign corporations, a series of taxes on insurance com- 
panies, a tax on express companies, and various minor taxes. In 
most cases the tax is a specific tax, levied on some feature of the 
business which is a matter of record.4 The administrative duties 
in this connection are largely routine and call for no special 
comment. 

The operation of the system of taxing National Banks requires 
a certain oversight by the tax commissioner. Under the federal 
statute shares of stock in such banking institutions are to be taxed 
as personal property to their owners in the city or town in which 
the bank is located, on an assessment made by the local assessors. 
The tax is paid by the bank to the local collector. After deduct- 

1 Commission on Taxation, Report, 1908, pp. 12-21. 

2 Laws of Massachusetts, 1908, ch. 614. 

3 Ibid., 1916, ch. 299; also, zbid., 1910, ch. 456, and 1014, ch. 108. 

4 Such as deposits less certain investments in the case of savings banks, net 
premiums of insurance companies, the authorized capital stock of foreign corpora- 
tions, and the corporate excess of express companies. The last named companies 


have paid no tax under this law since 1912. The excise tax on foreign corporations 
was sustained in 232 U.S. 1. 
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ing 1 per cent for expenses of collection the remainder of the tax 
is divided between the state and the communities in which the 
owners of the stock reside, the state taking the tax due on the 
shares owned by non-residents. The tax commissioner is required 
to supervise the returns in order to insure that the state receives 
its proper allotment of taxes and that the proper distribu- 
tion is made to communities according to the residence of the 
stockholders. 


THE APPORTIONMENT OF THE STATE TAX 


The history of central control over the assessments, upon which 
the direct tax for state or provincial purposes is levied, goes back 
to the later seventeenth century for its beginning. It has been 
noted above! that the tax burden in Massachusetts tended to be- 
come very heavy at different times during the seventeenth cen- 
tury, and especially during the various Indian outbreaks. Local 
equalization, performed in each county by special commissioners, 
appears to have been introduced quite early in the history of the 
colony. Such decentralized administrative measures were not 
successful in securing full returns of property and income and an 
equitable distribution of the tax burden.? Consequently, toward 
the end of the century a central review of the assessment was 
introduced for the purpose of correcting the tax roll. One of the 
first instances of this practice — probably the earliest —occurred 
in December, 1692, in connection with an act ordering a reassess- 
ment to make good the deficiency in a tax levy of June, 1692.* 
The General Court was to appoint two commissioners for each 
county, who were to go into the respective counties and review 
the assessment lists with the selectmen. After the lists had 
been ‘‘ regulated, corrected and perfected,” the special commis- 
sioners were to bring them to Boston and there review them 

1 Cf. above, p. 19. 

2 Day, op. cit. Professor Day has recently written me that the equalization 
committee appointed by the General Court in 1668 met as a single board and 
probably equalized between counties as well as between towns. Intercounty equal- 
ization did not become a settled practice after this date, however, until near the 
end of the century. Personal Letter from Professor E. E. Day, July 19, 1917. 


3 The original act is Laws, 1692-93, ch. 4; Prov.I,p.29; the amendment is Laws, 
1692-03, ch. 41; Prov. I, p. ot. 
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all in order to insure the levy of the sum of 30,000 pounds. Any 
defects were to be reported to the next sitting of the general 
assembly. 

This procedure was not followed regularly thereafter, but was 
abandoned for a review and equalization by a committee of the 
General Court.!_ Under the provincial charter of 1692 the system 
of apportioning the tax for provincial expenses was adopted and 
the General Court enacted from time to time a schedule showing 
the amount to be collected from each town in the province. 
Assessments for the purpose of establishing this apportionment 
were ordered at irregular intervals during the eighteenth century, 
and in each case the local returns were equalized by a committee 
from the General Court. In a few cases there was apparently a 
preliminary correction by special commissioners as in December, 
1692.2 The constitution of 1780 required that a new assessment 
should be made at least as often as once in ten years. The legisla- 
tive committee continued to perform the function of a state 
equalization board until 1871 when the task was assumed by the 
tax commissioner. The work of the committees was based upon 
study of local methods and results, but their efforts were naturally 
not sufficient to prevent the steady progress of undervaluation. 
In 1792 the committee found the returns from the different towns 
to be marked by striking features of injustice and as a remedy it 
proceeded to add * 

. . . such articles and amount of property not included in the returns as 
by their best judgment deliberately used, it appeared that the inhabitants 
of the different places must be possessed of to give support to themselves 


and to their Cattle which it was evident they derived from sources within 
their own limits , 


The methods of the legislative committee may be further 
illustrated by reviewing the equalization for the year 1860.4 The 
procedure in this was probably typical of the practice during the 


1 Bullock, The Finances of Massachusetts, p. 12. 

® For example, in 1718 and 1727. Cf. Prov. I, p. 105, ch. 11 of 1718, and ibid., 
p. 418, ch. 2 of 1727. 

5 Quoted by Bullock, Finances of Massachusetts, pp. 13, 14, note. 

4 Journal and Documents of the Valuation Committee of 1860. This year is taken 
because the documents happened to be most readily available to the writer. 
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middle of the nineteenth century, as the committee appointed in 
1860 drew largely from the experience of the past. The order of 
business was adopted without serious modification from the report 
of the valuation committee of 1850.1 The first step was the agree- 
ment to appraise at a uniform value those items of property which 
were considered to be of uniform real value throughout the state. 
These included the various classes of farm animals and gold and 
silver plate.? For the purpose of establishing the valuation of the 
various cities and towns it had apparently been the custom for the 
members of the committee from each county to select a sample 
town, the property of which was to be appraised by the equaliza- 
tion committee, together with such items as were returned from 
other towns and cities in the county but were not included in the 
return from the sample town. Each county delegation was then 
to value the items from their cities and towns in accordance with 
the principles established in appraising the sample town. This 
practice was similar to the attempt of the Ohio state board of 
equalization to equalize the counties on the basis of the best- 
assessed county,’ and possibly suggested to the early Ohio boards 
that method of procedure. The Ohio and Massachusetts methods 
parted company at this point. No statutory limitations were im- 
posed on the latter board; on the contrary, it was given the right 
of doomage for the purpose of attaining full valuations. Sub- 
committees were appointed for special classes of property, such 
as ropewalks, rolling mills and furnaces, factories of various 
sorts, and other classes of industrial establishments.’ 

Equipped with the right of doomage the valuation committee 
was virtually empowered to reassess property in order to fulfill 
the mandate of the resolution providing for the equalization, 
which required an appraisal or estimate of all the property at its 
“true and just value.”’® Nevertheless, full valuation was not 
maintained through the nineteenth century by the apportion- 


1 Journal and Documents of the Valuation Committee of 1860, p. 40. 

2 [bid., p. 169. 

3 Cf. above, pp. 48, 49. 

4 Journal and Documents of the Valuation Committee of 1860, pp. 40-42. 
> Tbud., p- 15. 
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ments and equalizations so conducted.1_ The commission of 1875 
reported the discovery, by the tax commissioner, of municipali- 
ties which had valued their property as low as two-thirds or 
one-half of its admitted market value.? The source of the tax 
commissioner’s information is not indicated, but it is significant 
to note that he promptly advanced these cities to their proper 
valuation. This action indicates clearly that when the tax com- 
missioner first undertook the duty of state equalization in 1871 he 
was equipped, or at least considered himself to be equipped, with 
the strong corrective authority over improper assessments that 
the legislative committees had enjoyed. 

This appears to have been the general view, for it occasioned 
much surprise in Massachusetts when the tax commissioner was 
advised by the Attorney-General in 1909 that under the act of 
1881, which provided for a triennial apportionment to be made 
by the tax commissioner, he was restricted to the information 
received from assessors and other public officials relative to the 
amount and value of taxable property; and that he was wholly 
unauthorized to make use of information from any other source.’ 
Obviously a state equalization, in which the equalizing agent is 
confined to the data to be equalized, or to supplementary ma- 
terials reported by the assessors themselves and other local 
officials, was of little value. The explanation for this rather tardy 
definition of his powers appears to be that in the earlier state 
equalizations no great amount of outside information had been 
in the possession of the tax commissioner, and his then rather 
restricted conception of his duties, together with the absence of 
adequate machinery for the collection of additional data, pre- 
vented the question from rising at all. The situation had been 
changed by the provision of supervisors of assessment in 1908, 
and the initiation, in 1907, of central supervision of the inheri- 
tance tax. Through both of these channels, as well as from the 
widespread discussion of the tax problem then going on over the 


1 Cf. Bullock, The General Property Tax, reprinted from the Boston Transcript, 
January 13, 20, 27, 1909. 

2 Report of the Commission on Taxation, 1875, p. 84. 

3 Massachusetts Tax Commissioner, Report, 1909, pp. 36-39. 
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state,! an increasing amount of valuable supplementary data had 
poured into the tax commissioner’s office and had finally raised 
the question of his precise powers under the statute. After recom- 
mending for two years that the law be amended to permit the use 
of this material, he received from the legislature in 1911 authority 
to make use of all of the information in his possession regardless 
of its source.” 

This amendment cleared the way for a vigorous revision of the 
local returns, and in the triennial apportionment of 1913 about 
$3 50,000,000 were added to the local assessment.? The commis- 
sioner made good use of his additional data but the way in which 
the increases had to be made, under the Massachusetts law, 
resulted in a certain degree of injustice. The amounts added to 
any district increased thereby that unit’s share of the state tax; 
but this greater tax was levied upon the property already listed 
and not upon the property added in the equalization. The revi- 
sion of the local rolls resulted, therefore, in greater equality among 
municipalities but in a greater inequality among the individuals 
in any town in which corrections of this sort were made. The 
fundamental injustice of the general property tax in Massa- 
chusetts is shown by the commissioner’s estimate that the amount 
of sequestered property listed by him was not over ro per cent of 
the total quantity of such property in the state. Of the total 
amount added by the tax commissioner in the equalization of 
1913, some $87,500,000 were placed upon real estate. The com- 
missioner held that this sum was a conservative estimate and 
that it would have been greatly increased by more efficient 
methods of comparing real estate values. To make this possible 
he recommended legislative provision of means whereby sales 
ratios might be constructed.* | 

No provision for sales ratios or other aids of this sort has as yet 
been made. Under the statutory limitations which still prevail, 
the tax commissioner’s recently extended powers of revising the 
assessment lists are still quite inadequate to secure a proper dis- 


1 Special tax commissions reported in 1907 and 1908. 
2 Laws of Massachusetts, 1911, ch. 366. 4 [bid., 1915, pp- 30-33. 
3 Massachusetts Tax Commissioner, Report, 1913, p. 9. 
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tribution of the common burden of state and county taxes. The 
new income tax removes intangibles— the most troublesome 
class — from the local assessment. But it must not be over- 
looked that, even with this improvement, the forms of property 
that remain subject to local taxation in Massachusetts are 
numerous and quite diversified both as to income power and as to 
certainty of assessment. The problems of proper assessment and 
equalization are not cleared away; they are only made somewhat 
less difficult by the income tax. In order to deal with these more 
definite but by no means easy problems, the tax commissioner’s 
powers and resources should be extended, not only in the equaliza- 
tion but in the supervision and control of the original assessment. 
However thorough and vigorous the state equalization, it can 
never wholly overcome the defects of an inequitable assessment. 
The taxation of property which is assessed by local officials 
remains the foundation of the Massachusetts tax system, and to 
the tax commissioner’s powers and duties in supervising this 
assessment attention will now be turned. 


SUPERVISION OF THE LOCAL OFFICIALS 


Although revision of local assessments had been within the 
province of the legislative committees on equalization and had 
been practiced by them, supervision of the local assessment, that 
is, control of the conditions under which the local assessment is 
made, did not appear in Massachusetts until a comparatively 
recent date. Its advantages had been perceived, however, as 
early as 1875, and the Commission on Taxation which reported 
in that year recommended that the tax commissioner be given 
power to designate one member of each local board of assessors 
as the representative of the state.!_ This proposal passed unheeded 
and the idea of central supervision of the original local assess- 
ment lay dormant until 1898 when provision was made for a 
deputy tax commissioner.? The motive in creating this office was 

1 Report of the Commission on Taxation, 1875, p. 84. Urged upon the Special 
Commission of 1909 by a member of the earlier body. Report of the Commission on 


Tax Laws, 1909, p. 71. 
2 Laws of Massachusetts, 1898, ch. 507. 
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in part the relief of the tax commissioner, whose duties had be- 
come quite burdensome; but advantage was taken of the oppor- 
tunity to extend the department’s authority beyond its original 
jurisdiction. The deputy was to be appointed by the tax com- 
missioner, with the advice and consent of the governor and 
council, and was to perform the following duties: ! 

. visit any city or town, inspect the work of its assessors and give 
them such information and require of them such action as will tend to pro- 
duce uniformity in valuation and assessments throughout the Common- 
wealth; to cause an assessor who violates any of the laws relative to the 
assessment of taxes for which a penalty is imposed to be prosecuted . . .; 


to appear before the superior court or any board of county commissioners 
sitting for the abatement of taxes. 


While the statutory language above quoted was perhaps 
expected to provide effective state supervision over local assess- 
ments, it was in reality incapable of introducing such a reform. 
The deputy tax commissioner was apparently given authority 
to require the action necessary to secure uniform valuations and 
more complete assessments; but his only recourse against the 
local assessor’s dereliction of duty was legal prosecution. Experi- 
ence in many states has proved that this remedy, involving the 
slow-moving machinery of the courts, amounts in practice to no 
remedy at all. The deputy tax commissioner was therefore given 
virtually no means of influencing local assessments except that of 
persuasion and no duty but to offer instructions and advice. 
Reassessment of the property and, when necessary, the removal 
of the assessor have been found to be the only really effective 
agencies of central control over local assessments, and these were 
not provided by the law of 1898. Authority was given to examine 
the assessor’s books and investigate the quality of his work; but 
the absence of adequate corrective powers in the event that dis- 
crepancies of any sort were discovered rendered the cultivation 
of this portion of the deputy’s field of authority rather unprofit- 
able. Further, the task of adequate supervisory inspection, even 
in a state of no greater extent than Massachusetts, was far beyond 
the capacity of a single official. For the first decade, therefore, 
the deputy tax commissioner was compelled to rely upon visits 


1 Laws of Massachusetts, 1898, ch. 507. 
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and explanatory instructions to new assessors as they assumed 
office, with a certain amount of inspection of the manner in which 
these officials made up their assessment rolls. 

It is clear that state supervision of local assessments of the sort 
here described could not prove effective in correcting the abuses 
of improper assessments. The Commission on Taxation reporting 
in 1908 thus summed up the situation: ? 

Real property is frequently undervalued, and this fact, despite the best 
efforts of the tax commissioner (i. e., in equalization), produces inequality 
in the state tax. Machinery and merchandise are assessed by no uniform 
rules, while in the taxation of intangible property the situation is little short 
of chaotic. 


A similar conclusion with regard to intangible property had 
already been reached by the Joint Special Committee of 1907, 
which declared that the present system had failed and would 
continue to fail to reach the bulk of such property. This com- 
mittee recommended an enlargement of the tax department and 
proposed a bill, which among other things made provision for the 
appointment by the tax commissioner of four supervisors of 
assessment.* The Commission on Taxation of 1908 repeated this 
suggestion but proposed to increase the number of supervisors to 
twelve and to extend the tax commissioner’s authority to include 
the review and revision of assessments. The commission’s bill as 
submitted provided further that the tax department should serve 
more specifically as a clearing house of information concerning 
taxable property. In 1908 the legislature undertook a reorganiza- 
tion of the tax department along the lines suggested by the Joint 
Special Committee of 1907, though all of the specific changes 
recommended by that body were not adopted.® With the advice 
and consent of the governor and council the tax commissioner was 
authorized to appoint a deputy tax commissioner and three 
assistants who were to be assigned to certain general departments. 

1 The work of the deputy has been frequently described. Cf. the Massachusetts 
Tax Commissioner, Report, 1899, p. 21; ibid., 1900, pp. 14, 15; ibid., 1901, pp. 15, 
16, etc. 

* Report of the Commission on Taxation, 1908, p. 73. 

3 Report of the Joint Special Committee on Taxation, 1907, p. 3. 

4 Ibid., Appendix A, especially p. 08. 

5 Report of the Commission on Taxation, 1908, pp. 73, 74. 
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He was also to select three supervisors of assessments, through 
whom supervision of the local assessments was to be maintained. 

This revision of the law brought much-needed relief to the tax 
department and permitted an expansion of the administrative 
organization that had been rendered imperative by the pressure 
of work. No improvement was made, however, at the point most 
vital to successful supervision of local assessments, since no 
authority was given the central head of the tax system to enforce 
its suggestions. The supervisors were to furnish the assessors 
with all information that had come to the tax commissioner’s 
office relative to property in their respective districts, but the 
only means of compelling its use was through the mayor of a city 
or the selectmen of a town, to whom the tax commissioner might 
make such recommendations as he should deem ‘‘ necessary or 
expedient in the matter.” If, as frequently happened, the select- 
men were also the assessors, the attention paid to the suggestions 
may well be imagined.? The tax commissioner has been inclined to 
emphasize the indifference of some assessors and in 1914 he spoke 
especially of the fear of driving out of town some person of wealth 
as troubling too much some of the assessors.? He was apparently 
referring to the assessors in certain residential towns, into which a 
considerable migration of wealthy persons was going on. Pro- 
fessor Bullock has more recently stated that in a majority of 
towns the commissioner’s recommendations met with substantial 
compliance and that as a result the act of 1908 proved fairly 
effective.‘ 

Greater effectiveness in administration, to whatever degree 
it was attained, only hastened the breakdown of the general prop- 
erty tax. The transfer of the administration of the inheritance tax 
to the tax commissioner’s office in 1907, and the extension of this 
tax to cover direct inheritances gave the state officials access to 
all property passing by bequest. With the new facilities for inves- 

1 Report of the Joint Special Committee on Taxation, 1907, pp. 20, 21. Laws of 
Massachusetts, 1908, ch. 550. 

2 Tax Laws of Massachusetts, 1912, p. 82. 


3 Massachusetts Tax Commissioner, Report, 1914, p. 50. 
4 Bullock, “ Taxation of Property and Incomes in Massachusetts,’ Quart. 


Jour. Econ., XxxXi, p. 33. 
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tigation that were provided in 1908 it became possible to collect, 
classify, and distribute an immense amount of useful information 
to the local assessors, although they could not be compelled to 
make use of it. The results of this attempt at more effective 
administration of the general property tax will be briefly noted. 

The first effect of the more thorough oversight of the local 
assessment was a fairly rapid increase of local assessments in the 
state. The aggregate rose from $3,512,000,000 in 1907 to $4,769,- 
000,000 in 1915. To what extent this increase represents new 
taxable property which was discovered and listed through the 
supervisory activities of the tax department, and to what extent 
it represents a higher valuation of property formerly listed, it is 
impossible to say. 

A second result of the closer supervision has been the increase 
in the proportion of personal to total property assessed. This 
proportion rose from 21.8 per cent in 1907 to 25.1 per cent in 
1915, but the tax commissioner expressed the opinion in 1911 
that the proportion of moneys and credits then listed for taxation 
was no greater than in 1907.1! While speaking in the highest 
terms of the supervisors of assessment, he admitted their failure 
to secure much improvement in the assessment of this class of 
property.2, Some intangibles were of course included in the 
amounts of personal property returned by the tax dodgers who 
were migrating to the small towns which were offering special 
inducements to this class of immigrants. The Special Commis- 
sion on Taxation which reported in 1916, using the ratio of intan- 
gibles to real estate in a large number of cases filed with the 
inheritance tax department of the tax commissioner’s office and 
in the probate court of Middlesex County, estimated that the 
amount of taxable intangibles was 1.25 times the amount of real 
estate. In 1914 this gave a total of $4,335,000,000 of taxable 
intangibles. The commission regarded $600,000,000 as the out- 
side estimate of the amount of such property listed for taxation, 
and considered $550,000,000 a fair estimate.’ 

1 Massachusetts Tax Commissioner, Report, 1911, p. 11. Cf. ibid., 1913, pp. 8, 9. 

2 [bid., 1911, pp. 12-15. 

3 Report of the Commission on Taxation, 1916, pp. 38-42, 57. 
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The migration of tax payers into those tax districts of the state 
which offer the greatest advantages in low tax rates and moderate 
basis of assessment has been a matter which has attracted the 
attention of several investigating commissions. The commission 
of 1875 found that such migration had begun, even at that time.! 
The commission of 1897 pursued the inquiry further and dis- 
covered that eighteen selected towns, with a combined population 
of only 62,529 had returned $52,570,721 out of the $83,792,441 of 
intangible personal property assessed in the state, outside of 
Boston, or 62.7 per cent. In some of these favored towns the in- 
tangibles bore the relation to the tangibles of sixteen to one.? 
Investigation of the distribution of intangibles among the towns 
was continued by the Commission on Taxation of 1908, with the 
result of demonstrating a still more serious concentration of 
personalty in certain towns than had been revealed in the earlier 
inquiries. Excluding merchandise, live stock, and machinery, 
29.6 per cent of the total remaining personalty assessed in the 
state outside of Boston was returned in 1904 from seventeen 
towns. Fourteen other towns, showing a less degree of concen- 
tration, accounted for 5.7 per cent more. The proportion of 
tangibles to intangibles in the first group of seventeen towns was 
as one to twenty-four, in the second group as one to six, and in 
the other towns and cities of the state, as three to two.? The 
efforts at more stringent administration since 1908 have stimu- 
lated this migratory movement.* 

Finally, there has been some tendency for the property that has 
been discovered and listed to disappear from the tax rolls through 
removal from the state and transference into exempt investments. 
Evidence of the extent to which removal from the state has 
occurred is difficult to secure. Professor Bullock accepts the esti- 
mate of about $100,000,000 for 1914.5 The field of tax exempt 
investments was widened by the exemption of future issues of 

1 Report of the Commission on Taxation, 1875, pp. 110 ff. 

2 Report of the Commission on Taxation of Massachusetts, 1897, pp. 5°, 51. 

3 Report of the Commission on Taxation, 1908, pp. 4°, 41. 

4 Bullock, ‘‘ Taxation of Property and Income in Massachusetts,” Quart. Jour. 


Econ., xXxxi, pp. 36-40. 
5 Bullock, loc. cit., p. 35. 
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state, county, and municipal bonds in 1906 and 1908.! Short 
time municipal obligations maturing around tax day came into 
great demand and the quantity of non taxable corporation stock 
issued for sale in Massachusetts displayed a marked increase.’ 
Meantime the agitation for further tax reform continued, and 
after several years spent in discussing various projects, an 
income-tax law was passed in 1916.8 


THE INHERITANCE TAX 


Though the inheritance tax was adopted in Massachusetts in 
1891,‘ its administration imposed no duties upon the tax com- 
missioner until 1907.° For the first sixteen years the state treas- 
urer was the nominal head of the administration of this tax, but 
in reality the local courts were the chief administrative agents. 
This anomaly did not escape the commission of 1897, but that 
body made no recommendations for a transfer of authority and 
even pronounced the courts to be the most convenient and eff- 
cient machinery for the enforcement of the law. In 1907 the 
whole administration, except collection of the taxes, was trans- 
ferred to the tax commissioner and the inheritance tax law was 
broadened so as to apply to direct as well as to collateral inherit- 
ance. The administrative changes of 1907 were the result of the 
recommendations of the Joint Special Committee of 1907, which 
had condemned the anomaly of holding the treasurer, the custo- 
dian of public funds, responsible for the assessment of a tax.’ 
This method had not only been anomalous, it had been wasteful. 
In 1906 the treasurer had obtained an extraordinary appropria- 
tion of $1000 and in eight months his agents had discovered 
unpaid inheritance taxes amounting to $71,000. The need for 


1 State bonds were exempted by Laws of Massachusetts, 1906, ch. 493. County 
bonds were exempted by ch. 464, and municipal bonds by ch. 594, of the laws of 
1908. 

2 Bullock, loc. cit., pp. 43-44. 3 Cf. below, pp. 235, 236. 

4 Laws of Massachusetts, 1891, ch. 425. 

5 [bid., 1907, ch. 563; amended by zbid., 1909, ch. 268. 

® Report of the Commission on Taxation of Massachusetts, 1897, pp. 24, 25, 97. 

7 Report of the Joint Special Committee on Taxation, 1907, p. 20. 

8 Thid., p. 22. 
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greater administrative vigilance was recognized in the com- 
mittee’s recommendation for the creation of an inheritance tax 
bureau in the state tax department, to be in charge of an inherit- 
ance tax assessor under the direction of the tax commissioner. 
The combined effect of the taxation of direct inheritances and 
of more vigorous administration has been a marked increase in 
the receipts from the tax. The collections rose from $357,523,000 
in 1908 to $2,277,832 in 1914. This very significant fiscal growth 
has been paralleled by the rising importance of the inheritance 
tax bureau as the clearing house of information upon the owner- 
ship of property in the state. An act of 1915 made possible the 
settlement of estates within one year! and the collections for 
this year rose to $2,487,320. The tax commissioner regarded this 
increase as abnormal, and the result of the enforced settlement of 
pending cases occasioned by the new law. He expressed some 
fear, also, that the decision of the courts whereby joint tenancies, 
and the property passing to a surviving joint tenant were held 
not to be subject to the tax, would impair its productiveness, in 
view of the increasing popularity of this form of joint holding.’ 


THE IncoME Tax 


The history of the discussion and agitation which led up to the 
Massachusetts income tax law of 1916 * has so recently been told 
by Professor Bullock that it need not be repeated. The law went 
into operation in 1917, and only a very brief account of it will be 
given here. 

The Massachusetts income tax law provides a tax of 6 per cent 
on the income from taxable intangibles, which are henceforth to 
be exempt from local taxation. With this is incorporated the older 
tax on the income from annuities, professions, employment, 
trade and business. These incomes are to be taxed at 14 per cent. 
As the act goes into operation advantage will be taken of the 
opportunity to secure a better assessment of tangible personalty, 
by the provision that no taxpayer may secure a reduction of his 

1 Laws of Massachusetts, 1915, ch. 152. 


2 Massachusetts Tax Commissioner, Reporl, 1915, p. 15. 
3 Laws of Massachusetts, 1916, ch. 269. 


236 THE STATE TAX COMMISSION 


taxable personalty in 1917 below the amount for which he was 
taxable in 1916, without making a sworn return of his taxable 
property. It is expected that this provision will open up the way 
to a much better assessment of the forms of property that remain 
subject to local taxation. If the experience of Wisconsin may be 
taken as a guide, the income tax assessors will prove valuable 
aids in the administration of the tax on property and the general 
administration of the tax system. 

The influence of the Wisconsin measure is seen in the adminis- 
trative provisions. The tax commissioner is in general charge, 
with a deputy provided by the act to be in charge of the income 
tax. The commissioner appoints this deputy, and also the income 
tax assessors, together with such deputy income tax assessors as 
may prove necessary. The tax commissioner is also to designate 
the income tax districts and assign the assessors whom he has 
chosen to these districts, giving preference, where practicable, to 
residents of the districts in his appointments. He is left perfectly 
free, however, to make such shifts in the appointees assigned to 
the various districts as he considers to be desirable. The act 
provides for information at the source in certain cases, and the 
tax commissioner is to prescribe the forms and conditions under 
which these returns are to be made. Throughout the act displays 
confidence in the tax commissioner and he is given virtually free 
rein in planning the organization of income tax assessment. It is 
especially fortunate that a progressive position was taken on the 
question of administration, because recent experience has re- 
vealed how very important efficient central administration is. 
for the success of an income tax. There is every prospects that the 
Massachusetts law will prove successful. 


CHAPTER VIII 


THE STATE TAX COMMISSION OF WISCONSIN 


THE history of taxation in Wisconsin! illustrates, in a peculiarly 
interesting way, the typical evolution of state control over taxa- 
tion. For this reason the historical antecedents of the tax 
commission will be very briefly outlined. 

Complete administrative decentralization in the tax system 
prevailed throughout the territorial period, during which the 
general property tax was slowly developing; it was characteristic 
also of the first general assessment law of the new state, passed in 
1849, in which chief reliance for full returns was placed upon tax- 
payers’ oaths.? So great were the objections to the results thus 
obtained, however, that a state board of equalization was estab- 
lished in 1852. The original board consisted of the governor, 
secretary, treasurer, attorney-general, and superintendent of 
public instruction; the lieutenant-governor and the bank comp- 
troller were added in 1854. Four years later the function of state 
equalization was transferred to a board consisting of the secretary 
of state and the state senate. In favor of this change it was urged 
that the larger board would be more representative; but the real 
work of equalization was delegated to a committee which per- 
formed its task in the fear that insistence upon strict justice 
would mean the total defeat of its recommendations. The 
continuance of local undervaluation led, a decade later, to the 
substitution of an independent state assessment for the state 
equalization of local returns.* The latter had become so untrust- 
worthy that even if a careful state equalization could have been 
made, it would still have been thoroughly unreliable. The inde- 
pendent state assessment was made by the board of equalization, 

1 Cf, Phelan, The Financial History of Wisconsin, 1908. 
2 Revised Statutes of Wisconsin, 1849, ch. 15. 


3 Laws of Wisconsin, 1852, ch. 498. 
4 Phelan, op. cit., p. 149. 5 Laws of Wisconsin, 1868, ch. 130. 
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now termed the “ state board of assessment,” upon the basis of 
statistics of population and wealth collected by the secretary of 
state. Local undervaluation became thereafter of little avail so 
far as the state tax was concerned, except as a low return might 
possibly have influenced the board in the state assessment. But 
the increasing burden of local expense afforded sufficient induce- 
ment for the continuance of the practice without abatement.! 
In 1873 the state board of assessment was reorganized by sub- 
stituting the treasurer and attorney-general for the senate.? This 
change was made necessary by the natural inefficiency of the 
large administrative body; but the smaller ex officio board dis- 
played little aptitude or inclination for the state assessment, 
which had degenerated by the middle of the nineties into an 
empty form, productive of only mischievous results. The follow- 
ing figures reveal the situation: 


STATE AND LocaL ASSESSMENT OF PROPERTY IN WISCONSIN, 1890-99 ® 
(MILLIONS) 


Year State Local Year State Local Year State Local 


1890 | $623.8 | $579.8 1894 | $600.0 | $632.6 1897 | $600.0 | $628.5 
1891 654.0 | 591.0 1895 600.0 | 633.3 1898 600.0 | 630.7 
1892 654.0 | 602.4 1896 600.0 | 629.7 1899 625.0} 648.0 
1893 654.0 | 624.7 


The state assessment had certainly become an extremely lifeless 
process. For five consecutive years a flat level was struck which 
was lower than that achieved by the local assessors with all their 
competitive struggle for low valuations. 

The early experiences in corporate taxation were equally 
unsatisfactory. Special taxation of railroads was introduced in 
1854 in the enactment, in lieu of all other taxes, of a tax of 1 per 
cent upon the gross earnings of railroad and plank road com- 
panies.* This tax was held unconstitutional in 1860 as a violation 

1 Cf. Report of the Wisconsin State Tax Commission, 1898, pp. 75-80. 

2 Laws of Wisconsin, 1873, ch. 235. 

5 The state assessment of one year is to be compared with the local assessment 


of the preceding year. 
4 Laws of Wisconsin, 1854, ch. 74. 
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of the rule of uniformity; but the legislature in the same year 
provided for a license tax of 1 per cent levied upon gross earnings 
and exempted these companies from all other taxation. 

The early favoritism toward railroads waned rapidly in Wiscon- 
sin and the demand became increasingly insistent for more uni- 
form taxation, by which was meant chiefly greater taxation of the 
railroads. In response to this pressure the rate of the license tax 
was several times altered and in 1876 there was introduced a 
system of classification on the basis of gross earnings per mile, 
with a different rate for each class.” 

Defective administration proved to be the bane of the gross 
earnings tax in Wisconsin.’ Originally the only official in charge 
of the tax was the state treasurer, who received the sworn returns 
of gross earnings from the railroad officials and issued the annual 
license upon the payment of the “‘ fee”’ or tax. After 1876 the 
returns were made to the railroad commissioner who was sup- 
posed to verify the statements of the railroad companies.4 In 
1889 this official was given extensive powers of inquiry into the 
details of the business and the right of withholding the license 
until satisfactory information was forthcoming; but owing to 
lack of “‘ funds, office force, time, and desire ”’ these large powers 
were not generally exercised and the railroads continued virtually 
to make their own assessment.’ The special tax commission of 
1898 decided that the corporations taxed under the gross earnings 
plan were paying relatively less taxes than other classes of tax- 
payers, and less than they would on the ad valorem basis.° This 
commission was unwilling to recommend specific changes, but 
suggested a more thorough examination of the subject by a com- 
mittee equipped with larger powers. The next year the railroads 
seized upon this suggestion in order to defeat a bill providing for 
an advance in the rate and the abandonment of classification, on 
the ground that a problem of such far-reaching importance could 

1 Knowlton v. Supervisors, 9 Wis. 379. Laws of Wisconsin, 1860, ch. 173. 
2 Tbid., 1876, ch. 97. 

3 Snider, Taxation of Gross Receipts in Wisconsin, ch. 3. 

4 The office was created by Laws of Wisconsin, 1876, ch. 57. 


5 Snider, op. cit., p. 30. 
6 Report of the Wisconsin State Tax Commission of 1898, pp. 135, 183. 
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be handled only by experts.! The legislature accepted the de- 
mand of the railroads and provided for a tax commission; but in 
its establishment counsel was taken of the commission of 1898 as 
well as of the railroads and every feature of the former’s recom- 
mendations relative to centralized supervision of the tax system 
was incorporated.? In consequence there emerged in Wisconsin 
in 1899 a well organized tax department, provided with super- 
visory authority over the general tax system and charged with 
the particular duty of investigating corporate taxation.? The 
results of this special investigation proved very unwelcome to the 
railroads as will later be seen.* 

The new tax department consisted of one commissioner and 
two assistant commissioners, to be appointed by the governor for 
a term of ten years at a salary of $5000 for the commissioner and 
$4000 for each of the assistants. All of the appointees were to be 
persons known to possess skill and knowledge in matters per- 
taining to taxation. That the law should have included the super- 
visory feature at this time is significant, for but two other states 
— Indiana and Massachusetts — had then introduced adminis- 
trative reform of this sort.’ The tax commissioner was to act as 
president of the state board of assessment and as a member of 
this body he was to lay before it any data in his possession which, 
in his judgment, would be of assistance in its deliberations. 

In rgor1 the legislature sought to abolish the old, and now more 
than useless ex officio state board of assessment, and to transfer its 
functions to the new tax department. The probable intent was to 
transfer to the commission all of the powers and duties, as well as 
the title, of the former board; but this design was not accom- 
plished through the failure to extend, specifically, the authority 
of the commission to cover the assessment of express, sleeping 
car, freight line and equipment companies, a power which had 
been conferred upon the old board in 1899.° The failure to repeal 

1 Phelan, op. cit., pp. 386, 387. 

2 The recommendation is in the Commission’s Report, p. 183. 

3 Laws of Wisconsin, 1899, ch. 206. 4 Cf. below, pp. 257 ff. 

5 The Massachusetts law of 1898 was quite ineffective. 


6 Wisconsin Tax Commission, Report, 1901, p. 167; Laws of Wisconsin, 1899, 
chs. 111-114. 
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or modify the provisions just referred to, or even to mention these 
duties at all, resulted in a continuance of the former board for the 
purposes of this assessment; but the state assessment was there- 
after made by the tax commission. In 1903 it was placed in 
charge of all ad valorem taxes on corporations and the old state 
board was abolished.! In this year the gross earnings tax on 
railroads was abandoned for an ad valorem system, the adminis- 
tration of which was also given to the tax commission. The ad 
valorem system was extended to the electric railroads and tele- 
graph companies in 1905,’ at which time the tax department was 
reorganized as a permanent tax commission with three members 
of equal rank, appointed by the governor for a term of eight 
years at a salary of $5000 per year.‘ Finally, in 1909, the legisla- 
ture abolished the title ‘‘ State Board of Assessment ”’ since all 
of the duties of that board had been vested in the tax commis- 
sion.> Thereafter the state assessment was to be regarded in the 
law, as it had long been in fact, simply as one of the functions of 
the tax commission. 
The more important duties of this body at present are the 
following, each of which will now be discussed in detail. 
The state assessment; 
The assessment of the property of corporations taxed under 
the ad valorem system; 
Supervision of the local assessment of property tax under 
general laws; 
Administration of the income and inheritance taxes; 
Investigation of public expenditures and supervision of 
municipal accounting; 
Recommendation of improvements and reforms in taxation 
to the legislature. 


THE STATE ASSESSMENT 


In the theory of the Wisconsin law the state assessment is an 
original assessment by state officers, according to the best of their 
1 Laws of Wisconsin, 1903, ch. 35. 4 Thid., ch. 380. 


2 [bid., 1905, ch. 315. 5 Thid., 1909, ch. 295. 
3 Ibid., 1905, chs. 493, 494- 
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ability and judgment, of all property in each county subject to 
taxation. Practically, this assessment is based, even by the tax 
commission, largely upon the work of the local officials and 
the chief significance of the administrative change lies in the 
thoroughness and rigor with which these returns are checked and 
corrected. The results obtained by the former state board of 
assessment in its later years have already been noted; and the 
effect of the administrative reorganization may be seen in the 
very significant increases which were immediately made in both 
state and local assessments, and especially in the former. By 
1902 the local figures had risen to $1,369,800,000, and the state 
figures to $1,504,300,000. The principal device employed by the 
commission for securing these results in the state assessment of 
real estate was the sales method, or the calculation of a construc- 
tive full value of all real estate by applying to the aggregate 
actual assessment the ratio of assessed to true value in the bona 
fide sales of real estate during a given period. This principle was 
not new, but the Wisconsin application of it is worthy of extended 
description as it is undoubtedly the most important example of 
the attempts which are now being made to test and check up 
local valuations in a scientific manner. 

The use of the sales method is attended by some dangers, but 
before stating more fully the qualifications and cautions which 
must be borne in mind in applying the principle, a brief outline of 
- the actual machinery will be useful as it will reveal some of the 
points at which extreme care must be exercised in the collection 
and use of sales data. 

The raw material for the construction of the sales ratios con- 
sists of the essential facts concerning the transfers of real property 
during a certain period. When the Wisconsin tax commission 
first undertook the use of the sales method it found an immense 
mass of the crude data ready at hand. Since 1873 local registrars 
of deeds had been required to return to the secretary of state the 
facts regarding the transfers of real estate.1 These statements, 
which excluded sales for obviously nominal considerations, 
presented the following facts for each sale: 


1 Laws of Wisconsin, 1873, ch. 210. 
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The date of conveyance; 

A short description with statement of the quantity of land 
conveyed; 

The consideration, as stated in the deed; 

The assessed valuation of the property as shown by the last 
assessment roll. 


Before being acceptable for the purpose in hand the materials 
returned under this law had to be most thoroughly scrutinized in 
order to discover and eliminate inaccuracies. Three principal 
points of danger were met from the outset: ! nominal considera- 
tions; lack of exact coincidence between the property sold and 
the property assessed; and the statement in the deed of a higher 
or a lower consideration than that actually paid. The errors from 
these sources would vary, of course, with the carelessness of the 
reporting officials and much of the material accumulated before 
1900 was doubtless of little value. Since that time the commis- 
sion’s insistence upon greater accuracy has had beneficial results. 
In 1907 further guarantee of accuracy in the returns was afforded 
by investing the tax commission with power to collect sales data 
through its own special agents.? Supervision of these agents and 
compilation of the data are now under the direction of the 
statistical department of the tax commission. The special agents 
are trained by an experienced collector of sales material, and for 
their guidance in the field they are equipped with an elaborate 
set of instructions and suggestions.® 

The system of collecting and recording the various facts attend- 
ing each transaction is complicated and a detailed description is 
hardly necessary. Some points may be abridged from the book 
of instructions which will illustrate the method of collection and 
the care used in eliminating errors. The work is divided into two 
parts: the first is the office work, by which is meant the searching 
of the county archives and the collection of such data as may be 


1 Wisconsin Tax Commission, Report, 1901, pp. 44 ff. 

2 Laws of Wisconsin, 1907, ch. 522. 

3 In roi1 these instructions occupied 43 typewritten pages. Much of the work 
of collecting sales data is now done by the assessors of income. Wisconsin Tax 


Commission, Report, 1916, p. 6. 
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obtained from the records; the second is the field work, which 
consists in ascertaining the facts from such persons as may pos- 
sess information relative to particular transfers. By the use of 
symbols a complete history of each transaction is entered on a 
small card which is forwarded to the tax commission. In the 
course of the office work certain tests are applied to every trans- 
fer listed, which may reveal the impossibility of using the sale in 
question. Every transfer which is used in the final calculation 
must meet certain rigid requirements.! The first of these is that 
a full title must be transferred. This test excludes sheriffs’ sales, 
foreclosures, administrators’, executors’, trustees’, guardians’, 
referees’, receivers’, and assignees’ deeds, quitclaims and a variety 
of similar conveyances in which the title is not fully warranted. 
A second condition is that there must be exact coincidence of 
property assessed and property sold. Under this test would be 
excluded payments in fulfillment of land contracts, sales includ- 
ing large amounts of personal property, and cases in which build- 
ings have been erected or destroyed since the sale. The third 
important requirement to be met is the absence of indisputably 
or unmistakably abnormal conditions. Examples of possibly 
abnormal transactions are sales of right of way, sales to brewers 
for saloon purposes, sales to farmers of adjoining tracts for special 
reasons, and similar transactions. These are always scrutinized 
closely for abnormal features. Finally, the true purchase price 
must be stated in terms of money, or in terms easily and safely 
convertible into money. This criterion would exclude trades, 
sales to relatives, nominal sales, the existence of a mortgage, 
back taxes, or other lien of unknown amount, and other transfers 
affected by material reservations and restrictions. If thé trans- 
fer passes all of these tests, the field agent visits one of the parties 
to the sale or the notary who acknowledged the deed and obtains 
the facts concerning each transaction. Should any doubtful 
cases arise, or should any person conversant with the facts prove 
reluctant to disclose his information, the case is reported to the 
tax commission, from whose office a confidential inquiry is sent 


1 T. S. Adams, “ The Valuation of Real Estate in Wisconsin,” Proceedings of 
the Minnesota Academy of Social Sciences, 1907, pp. 79-104. 
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out. This resort failing, the transfer is excluded from considera- 
tion in computing the ratio.!. The new assessors of incomes have 
been of valuable service in criticizing and editing the sales 
statistics. Their familiarity with local conditions has given them 
an advantage in the investigation of actual considerations and 
the expense of the collection of sales data has been somewhat 
lessened.? 

The data secured by the field agents are again submitted to 
careful scrutiny in the central office where, for various reasons, 
further eliminations are usually made. From the accepted cases 
a compilation is made of sales values and assessed valuations for 
each assessment district (about 1700) in the state, and the ratio 
of assessed to true value is computed.? Some idea of the amount 
of material available for this purpose may be had from the fact 
that the total number of acres sold in the state in the years 1901 
and 1902, exclusive of plotted lands in cities and villages, was 
3,645,288, equivalent to more than 12 per cent of the entire acre- 
age of the state.t The total acreage of the transfers of the period 
1895-99 Was 7,710,356.° 

The tests which have been developed to discover and eliminate 
the abnormal transactions have been steadily improved, and 
though they are not infallible either as to exclusion or inclusion, 
they have reached a high pitch of perfection. Through their use 
the sales method has been made a very effective mechanism for 
ascertaining the relation of assessed to true value. The depend- 
ence of an accurate ratio upon this vigilance is illustrated by the 

1 The commission estimates that about 60 per cent of the sales collected are used. 

2 Wisconsin Tax Commission, Report, 1912, p. 11. 

3 The original plan was to take the average ratio for the preceding quinquennial 
period in order to minimize any unusual fluctuations in a single year. The quin- 
quennial average naturally lags behind present values on a rising market, and for 
this reason the commission has abandoned it. The larger number of transactions 
now available permits greater reliance upon a shorter period. Moreover, the local 
assessors have been improving so much in the assessment of real estate since the 
income tax assessors began to supervise local assessments, that in some cases they 


were attaining percentages of full value equal to or above the commission’s quin- 
quennial average ratios. Personal Letter from A. E. James, Statistician, Feb. 24, 
1914. 

4 Wisconsin Tax Commission, Report, 1903, p. 15. 

5 Ibid., 1901, p. 48. 
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following figures,! showing the variation in ratios computed from 
sales rejected for various reasons. 
CAUSES OF SALES REJECTION FOR YEAR ENDING APRIL, 1909, COMPARED WITH 


Goop SALES, AND RATIO OF ASSESSMENT TO CONSIDERATION, 
IN THREE COUNTIES 


Number of sales Ratio 
Motalgood:salesina.5 crane cok sechne atin Aeron aes 4 5S 57-87 
Total rejects. . Shoat aa Galette Haale ek OOL 
Total botiparable relents ed pom ARES cs 566 5-73 
Non-comparable rejects 
Trades, relatives, partners, estates........ 225 41.73 
Land contracts. BREN tetris Ae Ss seve 67 79.49 
Relatives, paners estates . Reese 118 67.95 
Security for loan. . Pie, eS ae 15 88.04 
Non-resident, “‘ reker gales” Bo RR ere Be 20 32.93 


The ratio which would have been obtained by the use of the 
comparable rejects would not have been far from that actually 
obtained from the good sales. It would still have been nearer the 
truth, probably, than any result that the commission could have 
reached without the use of the sales method; but these sales were 
excluded from the ratio. The wide fluctuations of the ratios for 
the other classes of rejects reveal the dangers which would attend 
their use, and emphasize the extreme care that is necessary to 
eliminate them. 

Two obvious lines of criticism have been raised against this 
method of testing local valuations. The commission has met these 
objections successfully, but it does not therefore regard the ratios 
as absolutely final. Rather, they are considered as one of the 
most important indicia of the true condition of local assessments, 
but their results will be rejected whenever they are palpably out 
of accord with the facts. 

The first criticism is that the data are not accurate. This objec- 
tion would have been much more valid previous to 1907 than it 
has been since the tax commission has had the close and direct 
supervision of the collection of the sales data. The income tax 
assessors have undoubtedly contributed to a still more rigorous 
elimination of improper material. The rigid tests which have 


1 T. S. Adams, ‘‘ Address before the Ninth Annual Meeting of the Supervisors 
of Assessment,” 1910, Proceedings, p. 14. 
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already been developed have excluded many of the untrust- 
worthy stated considerations. Further, the calculation of the 
ratio from the sales of an entire assessment district tends, through 
compensation, to eliminate such errors as may have escaped 
detection. The discrepancy between the ratio calculated from 
the results of the office work alone, and that based upon field and 
office work together in 1910 was less than ;; per cent for the state 
as a whole, while for individual counties the highest difference 
was less than 2 per cent.' 

The railroads vigorously opposed the results obtained by the 
commission and undertook extensive independent investigations 
to establish their insufficiency. This criticism was aimed at the 
accuracy of the data rather than at the method of compilation. 
Railroad agents went into several counties and sought to demon- 
strate the questionable character of a considerable proportion of 
the returns to the commission. The latter was willing to concede 
at the outset the possibility of error in the returns from the local 
officials, but its principal conclusions remained unshaken. The 
attack served the useful purpose, however, of stimulating greater 
care in the preparation and use of the data. The opposition of the 
railroads to the sales method has since practically disappeared. 
That this is not a surrender to the inevitable is shown by the fol- 
lowing endorsement of the method by one of the railroad repre- 
sentatives who had appeared against the system in 1902-03:? 

I am not going into a discussion of the reasons why the use of land sales 
is the best and most practicable method for ascertaining the true value of 


taxable real estate, but I will say that after nearly six years of pretty con- 
stant investigation of the problem, it is my belief that, with all of its im- 


1 T. S. Adams, Ibid., p. gt. 

2 T. A. Polleys, Tax Commissioner of the C. M. St. P. & Omaha R.R., “ Re- 
marks at Ninth Annual Meeting of the County Supervisors,’ 1910, Proceedings, 
p. 89. The speaker discussed also his experiments with the system in St. Paul and 
in Wisconsin counties, and again endorsed it as practicable and satisfactory. The 
keen interest of the railroad companies in the sales methods and its results lies in 
the fact that the aggregate true value calculated from these percentages is used in 
determining the average rate of taxation in the state, the rate at which the rail- 
roads are taxed. For a criticism of the sales method in valuing railroad right of 
way, cf. Sakolski, ‘‘ The Valuation of Railroad Right of Way,” Amer. Econ. Rev., 
vi, pp. 300-303, June, 1916. Cf. also note 2, p. 249, below. 
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perfections — and it has its imperfections — with all its shortcomings the 
process of the use of land sales is the best available process you have today 
to work out this problem of the true value of taxable real estate in your 
county. 


The second criticism of the sales method is that the ratio is not 
a proper guide because the pieces of real estate transferred in any 
district may not be thoroughly representative of all classes of 
real property in the district. To this objection the commission 
offers the defense, based on the laws of probability, that the pre- 
dominance of a certain class of real property in the data will not 
vitiate the result unless the assessment of that class has been 
abnormal as compared with the district as a whole. Further, if 
there has been abnormal assessment of any class of property, that 
fact is of little consequence unless this class were seriously mis- 
represented in the sales. The probability of the occurrence of 
this combination of disturbing factors within any assessment 
district is very small and the tests made by the commission show 
that the objection is not, on the whole, as serious as might at 
first appear. The results of one of these tests of the sales data are 
herewith given. 


AVERAGE VALUE PER ACRE IN BEAR LAKE Town! 


Assessed value Calculated true value shown by 
Abstract of Assessment Total acres into Consideration 
Period assessment of sales total value of sales 
Average 1904-08. $9.09 $9.04 $17.46 $17.63 
TOOA crenata: 8.98 9.08 16.97 7s 
TOO 3. c eed wae 9.03 9-34 16.72 17.30 
TOOO sthate ns caren 9.26 8.59 16.50 15.48 
LOO Fin 27s. stevevoniesmeast g.1I 9.09 TOU 17.57 
TOQOS is crasceeuvenes 9.16 9.21 19.49 19.57 


The first two columns show the assessment of the district and for 
those parcels which were sold during the periods in question. In 
this instance, at least, the assessed value of the transferred por- 
tions were representative of the assessment as a whole. The third 
column gives the average value per acre for the county, obtained 
by dividing total acres into total value. Comparing with these 
averages the figures in column four, which represent the true 


1 From Paper of A. E. James, before the Ninth Annual Meeting of the County 
Supervisors, 1910, especially p. 13. 
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values as found by the sales method, it is seen that the coin- 
cidence is again quite close, a result which confirms the repre- 
sentative character of the sales data. This confirmation of the 
statistical theory is interesting and important, from the practical 
viewpoint, but it should be noted that these figures were from one 
small rural town and do not afford in themselves a sufficiently 
large basis for sweeping generalization. However, the commission 
has conducted other tests all of which tend to confirm the sound- 
ness of the statistical assumption. Not all of these results 
have been published but some of the figures have been supplied 
by the statistician and will be found in an appendix to this 
chapter.! 

Such is, in brief, the sales method as used in Wisconsin. While 
it is admittedly imperfect it is undoubtedly the most scientific 
attempt that is now being made in the United States to equalize 
inaccurate local real estate assessments. Some form of this 
method is now in use in several states, but it has been more highly 
developed and is more scientifically used in Wisconsin than in any 
other state, so far as the observation of the writer goes.2 The 
cost of the system has not been excessive and has tended down- 
ward, both absolutely and in proportion to the total expense of 
the department. The figures were not separated before 1908 but 
since that time they have been as shown in the table on the next 
page. 

The increase in the number of transactions has been chiefly due 
to a more careful investigation of the consideration in “‘ dollar 
sales,’’ while the cost per sale has also been affected by the decline 
of the expenses of the sales bureau. The cost of this bureau for 
1912 was abnormally low owing to certain shifts within the 
department, and that for 1914 was unusually high because of a 

1 Cf. below, pp. 284-286. Appendix A. 

2 The sales method was rejected, however, by the Minnesota courts in Shepard 
v. Northern Pacific Railway, in equity — Report of Charles E. Otis, Special Master 
in Chancery, U.S. Circuit Court, district of Minnesota, 3d division, Sept. 21, 1910, 
on the ground that the railroad lands in St. Paul were but a small proportion of 
the total lands of the city and were widely scattered. This fact, together with the 


notoriously gross inequalities of local assessment, led the master to give little weight 
to testimony of this character. Cf. Whitten, The Valuation of Public Service Cor- 


porations, pp. 146, 147. 
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Cost oF THE SALES DEPARTMENT ! 


% to total 

expense of Number of 
Year Total cost tax commission sales used Cost per sale 
TOOS MEE Eee a A535 251 20,548 $0.71 
TOOOs ncurses 10,741 .240 20,913 .50 
TOLOM ete 10,898 .190 22,352 49 
LO LM eis series 0,785 BL 72 22,960 43 
TO Leconte 7,831 ADE 24,573 oe 
TOTS pacer 6,882 .039 24,742 Pi 
TOLA wacom 10,425 .056 27,104 2 
LOLS ae enter 7,916 .04 27,020 53 
TLOTOW SS panies 4,748 03 24,742 -I9 


change in the fiscal year for reporting sales which meant that an 
unusual amount of work was charged to this year.? 

The problem of both state and local assessment of personal 
property has been greatly simplified by the exemption, in the 
income tax law of 1911, of some of the most troublesome classes 
of personalty. The chief exemptions were moneys and credits, 
including stocks and bonds, farm machinery, tools and imple- 
ments. The most important classes of the personal property of 
individuals that are still taxable are farm animals, merchants’ 
and manufacturers’ stocks, leaf tobacco, logs and lumber. The 
state and local assessments of these remaining classes are far 
from satisfactory and the commission recommends their exemp- 
tion. The stocks of merchants and manufacturers have always 
been one of the worst assessed groups, so that the loss in revenue 
from their complete exemption would be small. More ability has 
been displayed by the local assessor in dealing with logs and 
lumber, while farm animals have always been among the best 
assessed groups. Because of the tendency for the value of farm 
animals and the value of the farm to vary directly it would make 
but little difference to the farmer whether his assessment were 
based on the value of the land only, or upon the combined value 
of the land and the live stock.’ 

1 From data supplied by the tax commission. The greater total cost of the 
commission on account of the income tax lessens the proportion of the sales depart- 
ment unduly in recent years. 

2 Letter from the Commission, Oct., 1915. 

5 Cf. Wisconsin Tax Commission, Report, 1912, p. 21; ibid., 1914, p. 20; ibid., 
1916, ch. 4. 
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The methods used by the commission in making the state 
assessment of personal property involve the use of a large mass of 
independent materials by which the local figures are checked and 
corrected. In the note below are given some of the data which 
were used in the assessment of farm animals in rorz in addition 
to the figures of the local assessors and of the county supervisors 
of assessment.! 

The figures from the sources indicated in the note were sup- 
plemented by various special reports of the state department 
of agriculture and of the University School of Agriculture on 
the condition, quality, and value of various classes of farm 
animals. The university bulletin on the number and distri- 
bution by counties of grade and registered stallions is an illus- 
tration of this material. The value of the offspring of the 
latter will of course be greater than of the former, and some 
guide to relative values of horses over the state may be 
found in the distribution of these classes of breeding animals. 
Similar data were at hand regarding the dairy industry. Since 
rgitr the assessors of incomes have been relied upon to supply the 
data for the state assessment of personal property, and in 1914 
their returns were used to a large extent in estimating the true 
value of the enumerated classes.2 The present practice is for 
these assessors to make a number of inspections or sample assess- 
ments of every kind of taxable property in their districts, on the 
basis of which the true taxable value of each class of property in 

1 x. Tables showing the sales value of farm animals, 1907-10, by years, from 


the records of the commission and of the state department of agriculture, and other 
sources. ; 

2. Number and value of farm animals on Jan. 1, 1910, by counties. 

3. Figures from the 13th Census, the date of which corresponded closely enough 
with the local assessment date of 1910 to serve as a check on the local returns. Us- 
ing the Census and other material the following compilation of the true number of 


farm animals in each county was made, the table headings alone being given. 
Number assessed 
in county, in- 
Number assessed Census number Ratio of assessed cluding cities, Est, true number 
in towns on farms to census etc. in county 


4. For calculating the values the following data from the Census were used. 


Again only the table headings are shown. 
Value of young 
at one-half Value of Average value 
Total number Total value Average value average value mature of mature 


2 Wisconsin Tax Commission, Report, 1914, pp. 47, 48. 
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the district is calculated. These calculations serve both as a 
check and a guide for the tax commission. The inventories given 
by merchants and manufacturers in making income tax returns 
are now tabulated by the income tax assessors, and special 
inspections are made to ascertain the percentage of dead and 
unsalable stocks of merchandise in the various counties. The 
property and franchises of water and light companies were valued 
by capitalizing net earnings at 8 per cent. Bank stock was 
valued by adding capital stock, surplus, and undivided profits, 
subtracting the value of the real estate used in the business, and 
adding to per cent. This rather artificial method is being steadily 
improved as the number of quoted bank stocks increases and as 
the assessors of income grow in experience in the study of banking 
institutions in their districts. The number of automobiles 
registered from January to May was taken as the true number; 
each make was valued as new and depreciated 50 per cent; old 
and discarded makes were put in at $100 each. 

From this survey of the methods used in making the state 
assessment, attention is now turned to a consideration of its pur- 
poses and results. There are two main purposes of the state 
assessment: first, to determine the rate of taxation which shall 
be applied to the corporations taxed under the ad valorem system; 
and second, to afford a basis for the equitable apportionment of 
the state tax. 

The average rate of ad valorem taxation for corporations is 
ascertained by dividing the aggregate true value of general prop- 
erty, as found by the state assessment, into the aggregate taxes 
levied on general property for state, county, and local purposes, 
except special assessments for local improvements. An examina- 
tion of these average rates reveals a fairly steady relation between 
the total taxes levied and the state valuation of property.2 This 


1 The assessment of all utilities extending through more than one district is now 
virtually made by the tax commission. Cf. Wisconsin Tax Commission, Report, 
IOI2, PP12223se OLA pH ete 

* The average rates of taxation have been as follows: 


Year Rate per dollar Year Rate per dollar 
TOOS wai wicrscinee -011 4493568 TOLO. sacs.  -OFETVOGSSS4 
TOOM Ma ceece .O11272631 LOL Sees .O1108684064 
QOS sic ake .0113829066 TOW2....ns LOLIST243 704 
TOOO; ccnp -O10Q505 TOPS Sepa -01387403466 
LOOT Aan .O1151236075 TOA NY, cuatns .013 
TQOS ecient .01143084076 TOUS cake .O13172 
TQOO! cic snare -01125323566 


Cf. ibid., 1914, p. 16, for a comparison of local and state rates. 
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rate is nearly half a cent lower on the dollar than the average 
rate based on the local assessment. The pressure upon the cor- 
porate property taxed at the average state rate is not as great, 
therefore, as upon the property which happens to be assessed 
locally at more than the average percentage of its true value. 
The lower rate is evidence of the possibilities of effective admin- 
istration and many of the localities which have always had 
higher rates would have much to gain by a more vigorous assess- 
ment of their property. 

The earliest reason, historically, and in many respects the most 
important reason for the state assessment has been the equitable 
apportionment of the state tax and the possible check of local 
competitive undervaluation. The first purpose has been fairly 
well attained, but the latter condition has not been completely 
eliminated, although the commission reports that there is now 
practically no discernible effort to evade the state tax and the 
struggle to dodge local taxes is steadily diminishing. 

In the first place there has obviously been a better distribution 
of the state tax among the counties, taking the latter as the units, 
in proportion as the scientific methods of the tax commission have 
been superior to the slipshod guesswork of the former state board 
of assessment. The general result of the equalization, from this 
point of view, has been to reduce the proportion of state tax 
levied upon the southeastern counties,1 which are the older in 
settlement, the more densely populated, and by far the wealthier. 
In the past ten or fifteen years the newer sections have increased 
very rapidly in real value, though until 1911 these increases found 
their way but slowly upon the assessors’ books.? 

In the second place the state assessment has shifted a somewhat 
larger proportion of the state tax to personal property. In 1go1 
the latter class was 17.41 per cent of the total; two years later it 
had been advanced to 25.3 per cent of the total. The proportion 
of personal property then declined to 21.10 per cent by 1907, but 
rose again to 25.14 per cent by 1911. The exemptions of this 

1 Wisconsin Tax Commission, Report, 1910, pp. 116, 117. 

2 Cf. ibid., 1912, pp- 92, 93} 1914, p. 54. The newer sections of the state are 


increasing in wealth relatively much more rapidly than the older sections. Some 
figures are given below, p. 274. 
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year removed a considerable volume of personal property from 
direct state and local taxation and reduced the proportion of the 
latter to 18.28 per cent of the aggregate in 1914. The earlier 
improvement which the tax commission was able to secure was 
undoubtedly far short of the proper distribution of tax burden 
between the two groups, since many classes of personalty were 
very imperfectly listed and valued, even in the state assessment. 
It was a substantial improvement over the local assessment, how- 
ever, in which the proportion of personal property ranged from 
17.17 per cent to 19.93 per cent of the total except for 1902 when 
it reached 20.71 per cent. 

Finally, with respect to the equalization between urban and 
rural property, the state equalization has had different effects for 
real and personal property. Through the use of the sales method 
the true value of real estate has probably been ascertained with 
equal accuracy for urban and rural districts. But the careful 
methods used in the determination of the quantity and value of 
certain forms of rural personalty, especially farm animals, have 
had no parallel until recent years in the state assessment of any 
other class of taxable personal property with the possible excep- 
tion of bank stock. Previous to 1911 there was no means of 
comparable efficiency for ascertaining the true amount of intan- 
gible property, which was held for the greater part in the cities, 
to compensate for the strict state assessment of rural personal 
property. The necessarily greater reliance upon assessors’ returns 
in the case of personal property led to a discrimination not only 
against the rural classes, but against the owners of smaller 
amounts of property in both city and country, because of the 
well-known tendency of the local assessor to undervalue large 
holdings. This tendency is illustrated by some very interesting 
and valuable data which were collected relative to the assess- 
ment of personal property in two counties in connection with 
reassessments made in 1907. The table on the following page 
is reproduced from that material. 

The interests of Racine county, which is located on the 
southern shore of Lake Michigan, are primarily urban and in- 
dustrial; while those of Monroe county, which is in the south- 
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Ratio oF ASSESSED TO TRUE VALUE OF PERSONAL PROPERTY! By 
OccUPATIONAL GROUPS 


Racine County 
Number Assessed 


Occupation group inspected valuation True value Ratio 
LOtal ede ra nist coun tstesey p 163 57 $2,218,210 $7,686,915 28.86 
Mebane Shvccomasaeom  Meeyy 484,676 852,786 58.20 
Merchants morce crestor aso 677,814 2,093,251 32.38 
Manutacturers.. 55.55. . 83 1,025,680 4,087,428 21.84 
Trades and professions. . ii 10,175 28,345 35.90 
Public service......<.% + 0 18 10,290 29,730 34.62 
INGOCCHpAaALION =. «er 16 11,575 15,375 75-29 

Monroe County 
Totally aciaek  nitcieneee alos? $1,389,031 $2,863,556 48.51 
Barmers fcc ces eae 699 556,022 831,174 66.90 
Merchants), ca... 456." 25S 487,543 835,100 58.39 
Manufacturers......... 14 332,411 1,174,159 28.32 
Trades and professions. . 5 6,900 11,583 59-58 
Publicsseryices#-..,. 2 2. 6 6,155 11,540 53-34 


Note: These results were obtained by the inspection of a considerable pro- 
portion of the total amount of property in each class. The number refers in each 
case to the number of inspections made. 


western part of the state, are chiefly agricultural. For every 
occupational group the ratios of assessed to true value were 
higher in the rural county, and to the extent of these differences 
even those businesses involving the use of some intangible prop- 
erty were less heavily taxed in the characteristically urban 
county. But the figures also show that farmers were discrimi- 
nated against by the local assessors in both counties, as compared 
with merchants and especially with manufacturers. Upon this 
point the statistician commented as follows: 

Not only are manufacturers assessed at a lower ratio of true value than 
merchants, and merchants than farmers, but this same discrimination ap- 
plies equally to a thousand dollars invested in a single undertaking, in each 
occupation. Thus a hundred dollars which is worth on the farm a little less 
than sixty-five dollars for purposes of taxation, when invested in the indus- 


trial undertakings of a great city shrinks in taxable value to a little less than 
thirty-seven dollars, as found by the assessors in each case. 


Under the income tax some compensation for this age-long 
inequality of incidence of the personal property tax is promised 


1 A. E. James, Statistical Deductions from the Inspection of Personal Property in 
Racine and Monroe Counties. Special report to the tax commission, unpublished. 
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to the rural taxpayer, upon whom as a class this measure appears 
to fall but lightly. The commission estimated in 1914 that less 
than 5 per cent of the farmers of the state were paying income tax, 
while the proportion of rural laborers and other rural classes was 
negligible! Speaking of the incidence of the income tax the 
commission said: ? 

If the income tax furnishes a proper measure of taxable capacity, farm- 


ers and those laborers subject to taxation have been greatly overtaxed in the 
past. 


In one important respect, however, the effort had been made 
before 1911 to mitigate the evils of the personal property tax. 
The mortgage exemption law of 1903 provided that mortgages 
should be taxed as an interest in real estate in the district where 
such real estate was located and not otherwise.* Permission was 
given to the mortgagor to return his interest and that of the mort- 
gagee as unencumbered real estate and to assume all of the taxes. 
Since 1903 practically all mortgages in Wisconsin have been so 
written as to require such assumption of taxes by the mortgagor. 
A thorough investigation of the results of mortgage taxation in 
Wisconsin was made in 1907 by Professor T. S. Adams. Among 
other things, this interesting investigation disclosed the rather 
startling fact that the class of smaller borrowers, the hard-pushed, 
needy proprietors possessing limited knowledge of sources of 
capital and small personal credit, were more affected by the weak- 
ness of their economic position than by the advantages of the tax 
law. They almost universally agreed to assume the taxes but they 
received no compensation in interest rates, which were markedly 
higher than in the case of larger mortgages. Again the advantage 
in taxation has gone chiefly to the urban borrower, the “‘ keen- 
witted business man,” while the rural borrower, the equally 
deserving but less capable small farmer, has borne an increased 
burden. 


1 Wisconsin Tax Commission, Report, 1914, ch. 5, especially p. 107. 

2 Tbid., 1912, p. 40. Cf. 2bid., 1916, p. 63. 

3 Laws of Wisconsin, 1903, ch. 378. 

4 This study was published as Appendix B, in the Report of the Tax Commission 
for 1907. Cf. especially, pp. 386-388. 
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Surveying the results of the state equalization by the tax com- 
mission prior to 1911 it has been seen that the commission intro- 
duced high standards and has succeeded in promoting equality of 
burden among classes of taxpayers and among classes of property. 
The cases in which the results have been less satisfactory have 
been those in which the commission has been compelled to rely 
more or less completely upon the local assessors’ returns. The 
two changes made in the tax laws in 1911 have made possible 
much progress toward an independent review of the local figures, 
however. The first change was the exemption from local assess- 
ment, in connection with the income tax law, of all intangibles 
and some of the most troublesome classes of tangibles. The 
second change was the substitution of the centrally chosen asses- 
sors of income for the former locally controlled county super- 
visors of assessment. The assessors of income now supervise and 
inspect the local assessments of taxable property in such a way as 
to render the tax commission increasingly independent of the local 
returns. Greater equality is attained thus, not only in the dis- 
tribution of the state tax but in the distribution as well of the 
local tax burden. But this result simply emphasizes the obvious 
conclusion regarding equalization in general — a good equaliza- 
tion cannot wholly correct a poor assessment. Fundamentally, 
an adequate equalization of the tax burden can only be attained, 
if at all, through effective control of the original assessment. The 
results of central supervision of the original assessments in 
Wisconsin will be discussed below. 


STATE ASSESSMENT OF CORPORATIONS 


The contribution of the problems of corporate assessment to 
the development of central administration of the entire tax 
system has already been noted. That there might be no lack of 
light upon a difficult subject, the inquiry into corporate taxation 
which the new tax department was directed to make was supple- 
mented by two others, one conducted by the governor and the 
other by the railroads themselves. Each of these had as its object 
a comparison of the relative tax burden of the railroads under the 


1 Cf. below, pp. 270 ff. 
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license fee system and under an ad valorem system at the average 
rate of taxation for the state. This object shaped the form of the 
investigations, which was the determination of the true value of 
the taxable property of the state.1 The most thorough investiga- 
tion was that of the tax commission, the results of which were in 
general substantiated by the governor’s researches. This result 
may best be expressed, perhaps, by the comparative figures 
obtained by the commission showing the taxes due the state under 
the specific system as against the amounts that would be due 
under an ad valorem system at the average rate for the state. 


COMPARATIVE TAXES ON RAILROAD PROPERTY ? 


Year License taxes Taxes under ad valorem system 
TOOLM een mee. 008370270 $2,652,590.62 
LOO Di agaityetays oe teke owes I,711,900.18 2,664,950.20 


The argument was conclusive against the gross earnings tax, and 
the first ad valorem railroad assessment was made in 1903-04, 
for the year 1904. The railroads were required to continue the 
payment of license fees at the regular rates, with the provision 
that if these fees were less than the taxes levied upon the prop- 
erty valuation, the sum paid as a license fee would be deducted 
from the total and only the balance would be collected. If the 
amount so paid were in excess of the taxes due under the new 
system, the difference would be refunded to the company. This 
precaution was taken to prevent complete loss of state revenue 
from the railroads in the event of injunctions or adverse judicial 
decisions. The arrangement was to continue to 1905, but subse- 
quent legislation extended it to 1909 when it became inoperative. 

The commission’s first task, in connection with the railroad 
assessment, was a valuation of the railroad properties. In general 
the plan of the Michigan appraisal was followed and data were 
compiled for a commercial valuation on the basis of capitalization 
and earnings, and for a physical appraisal. The information for 
the first of these was obtained from the companies themselves in a 

1 Snider, Taxation of Gross Receipts in Wisconsin, pp. 106-118, gives a good ac- 
count of the various methods used in these investigations. 

2 Laws of Wisconsin, 1903, ch. 315. 

3 Wisconsin Tax Commission, Report, 1907, pp. 84, go. 
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series of reports much more elaborate than the returns obtained 
by the average state board of assessors at that time. The forms 
used today are much improved and are models of thoroughness. 
Their scope may be briefly indicated by the following summary of 
the data which they require the companies to submit to the tax 
commission: 

1. General facts regarding the corporate history, such as its experiences 
in consolidations, reorganizations and receiverships. 

2. Names and addresses of the directors and principal officers. 

3. Complete description of the capitalization. This report must cover 
the following facts: 

(az) Volume and value of each class of stock issued, with statement of 
amounts outstanding and in the treasury; and the dividend record 
of the preceding five years. The average market value of the stock 
was to be computed by one of two methods. The more desirable 
method was to multiply the number of shares sold at each sale by 
the price per share, adding the amounts paid at all of the sales and 
dividing by the number of shares sold in the period. These cal- 
culations were to be made over the preceding quinquennium. In 
case the facts regarding sales of stock were not available the aver- 
age price was to be obtained by averaging the highest and lowest 
monthly or weekly prices. 

(b) Complete statement of the funded debt and equipment obliga- 
tions with the interest record of the preceding five years; also 
the market value, or actual value, of these issues. 

(c) Lists of the securities of other companies, and the purposes for 
which they were held. 

4. Mileage statistics, including miles owned, miles operated, and the 
miles in each state. 

5. Income account for the entire system and for Wisconsin, including a 
statement of the taxes paid in each state, except internal revenue 
taxes. 

6. Statistics of real estate holdings, including a list of the land grants 
owned by the railroads, a tabulation of real estate not used in actual 
operations, and a statement of the real estate in right of way, yards, 
stations and terminals in Wisconsin. 


In addition to the above the commission has copies of the reports 
submitted by Wisconsin railroads to the state railroad commission 
and to the Interstate Commerce Commission. 

The second avenue of approach to the value of railroad prop- 
erty has been the physical appraisal of this property. Such an 
appraisal has been conducted annually since 1903-04. The 
Michigan appraisal of 1901 served as the model for the first sur- 
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vey, in which the railroad representatives and the commission 
in conference adopted the plan of valuing the properties at the 
cost of reproduction, new, on the basis of the average prices pre- 
vailing for the five years ending June 30,1902.!_ The cost of 
reproduction in existing condition was to be determined by mak- 
ing deductions from the cost of reproduction new, to cover 
depreciation on account of age, wear and tear, and other factors. 
The company engineers accordingly prepared an inventory of 
their respective roads which was verified by the commission’s 
special staff of engineers. These inventories were made upon 
blanks and in the form prescribed by the commission. A very 
cordial codperation existed, and the appraisal was pronounced 
by one company engineer to be a “‘ campaign of education for 
the employees of his company in teaching them what property 
the company really possessed.”’ Since the original valuation, the 
physical condition of the roads has been checked up annually to 
make allowance for additions, betterments, and other improve- 
ments to the physical property. Some changes have also been 
made in the basis of valuing different factors owing to variations 
in prices and labor costs. 

In the earlier years of the ad valorem system the commission 
was rather unwilling to discuss its methods in the published 
reports, and was inclined to draw the veil of secrecy over the office 
details of the valuation. But this policy has always been vig- 
orously attacked by the corporations to which it has been applied, 
though the courts have tended to sustain the commission’s posi- 
tion in this respect as long as the results were found to be reason- 
able. The policy of secrecy in the early years can be justified, 
perhaps, by the need of protecting the state’s revenues against the 
interminable litigation which publicity would have stimulated 
and encouraged. After the principle of central assessment had 
become firmly established the commission began to take the rail- 
roads — and the public — more into its confidence. In 1912 the 
Minnesota Tax Commission criticized at length the ad valorem 
system in general and the Wisconsin method in particular, quot- 
ing copiously from the record of a recent hearing before the latter 


1 Wisconsin Tax Commission, Report, 1907, ch. 4. 


\ 
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in which the commissioners described their system in detail.! 
The Minnesota commission thus summarizes its discussion: 2 


It was supposed that a physical valuation would provide a means of 
taxing railroads on substantially the same basis as other property, but the 
physical value has become a mere incident. It was claimed that ad valorem 
assessment by the state board would put an end to dependence on figures 
furnished by the railroads (self-assessment), that certainty would replace 
uncertainty, and that taxation on property values would supersede taxation 
on income. Not one of these expectations has been realized. After eight 
years we find the commission confessedly following as many methods as 
there are men, methods that yield results largely divergent and contradic- 
tory, and in the end driven to create a hypothetical property value by capi- 
talizing the net earnings at various arbitrary rates. What is more striking, 
we find them using without question the figures furnished by the railroads — 
precisely the thing which the ad valorem system was supposed to avoid. 


This whole discussion of the Wisconsin system was char- 
acterized by Professor Adams in a personal letter as misleading 
because of its failure to appreciate the “‘ methodical, careful way ”’ 
in which the estimates are made.’ As an offset to these criticisms, 
the following description of the methods used is given by Pro- 
fessor Adams in the same letter: 


As a matter of fact, about fifteen different valuations are first prepared 
by clerks in the office and from these by a mechanical method of combina- 
tion a first approximation is secured. These results furnish a starting point, 
a basis of discussion. Meanwhile each commissioner has been studying the 
reports and probably employing one or two modifications of the methods 
mentioned above in which, for one reason or another, he may happen to 
have particular confidence. With the average valuation or starting point 
above described and the details of all the methods before us, it is then pos- 
sible to bring to bear on the various valuations all of the many factors 
which by reason of their number and complexity cannot be incorporated into 
any mechanical method of calculation. There is of course no absolute cer- 
tainty in this scheme of valuation, but any group of men having common 
sense and some acquaintanceship with the properties in question can always 
—provided their intentions are equitable — modify the results of any 
mechanical valuation in the direction of greater justice. 


In a later letter Professor Adams goes into greater detail, and with 
his permission this fuller description of methods used is given as 
an appendix to this chapter.* 


1 Minnesota Tax Commission, Report, 1912, ch. 15. 2 Tbid., p. 208. 
3 Personal Letter from T. S. Adams, July 31, 1913. 
4 Cf. below, pp. 284, 285. Also, Adams, “‘ The Valuation of Railway Property 
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The practice of the two states, Wisconsin and Minnesota, pre- 
sents an opportunity for contrasting the virtues of these two 
leading methods of railroad taxation. What is regarded by the ad- 
vocates of the gross earnings system as certainty is pronounced 
by its opponents to be inelasticity. On the other hand, according 
to friend and foe, the efficiency and even the safety of the ad 
valorem system is very largely dependent upon the absolute 
fairness and sound ability of the men charged with its adminis- 
tration. Professor Adams, in the extract quoted above, virtually 
makes the ultimate determination of the assessment a matter of 
common sense and knowledge of the properties. No question has 
ever been raised against the Wisconsin commission on either of 
these points; and its administration of the ad valorem taxation 
of corporations has been entirely free from any suggestion of im- 
proper influence or methods—a record which, had it been 
attained by those in charge of the former system, would have gone 
_ far to perpetuate that form of taxation in the state. After all, 
the experience of Wisconsin and Minnesota suggests the con- 
clusion, so far as the merits of the two systems of railroad taxa- 
tion are concerned, that either will yield fairly satisfactory results 
if ably and honestly administered; but that either presents ample 
opportunity for improper manipulation if the greatest care be not 
taken to secure as administrators men of the highest character 
and ability. 

It has already been stated that the results of the physical 
appraisal of railroad property are used merely as one factor in the 
ultimate valuation. That this is evident appears from a com- 
parison of the figures on page 263 obtained by the engineers and 
the final assessment established by the commission. _ 

It will be observed that for the first four years the roads were 
assessed at a valuation above the cost of reproduction new, as 
calculated by the engineers. Since 1907 the estimates of the 
latter have risen above the commission’s figures, though the esti- 
mated value in present condition has always been far below the 
results reached by the commission. The marked increase of 


for Purposes of Taxation,” Jour. Pol. Econ., xxiii, pp. 1-16. The subject was also 
quite fully covered in the Commission’s Report for 1916, ch. 5. 
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VALUATION OF RAILROAD PROPERTY IN WISCONSIN ! 


Engineer’s valuation 


Value, existing 


Tax commission’s 


Year Value new condition final valuation 
1903. $205,760,519 SHutgfolvistevigtey 9) A Weak 
TOOAS. Scie. ase 212,946,450 170,743,205 $218,024,900 
TOOK a esis ue asa 220,119,218 177,105,667 228,810,000 
TOQOOE ert oer 227,778,100 181,575,690 237,239,500 
TOOINs osteo aK 244,150,450 196,008,387 255,850,000 
TOOStn ee hg 271,063,500 215,027,646 267,861,500 
TOQOG scsi aherers 302,356,350 245,163,991 274,948,000 
TOLON se ae sents 319,363,291 258,163,339 284,006,000 
IQII 326,455,462 261,324,202 297,935,000 
© ACY Oey SRSA EERO 353,047,398 282,110,871 325,085,000 
ARG. ke ton ht ae 378,148,160 302,818,871 326,253,000 
TOES eetists 2 385,711,140 309,907,070 340,242,000 
TOES or actos WE careers 358,800,000 
PORON tect) eke nin ee ie Meee or. 360,960,000 
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the engineer’s figures is indicative of the changed attitude of the 
railroads themselves. When the only question at issue was that 
of valuation for taxation the roads were interested in securing as 
low a valuation as possible and used rock-bottom prices wherever 
possible in figuring costs.? Since the creation of the Wisconsin 
railroad commission in 1g05 and the emergence of the problems 
of rate regulation and capitalization, the roads have been much 
more interested in showing a higher valuation because of its 
bearing upon the rate question. 

The financial significance of the changed method of taxation 
can best be seen in the fact that in the six years 1904-09 the net 
gain to the state over the amounts due under the license fee 
system was $3,986,687. It has been argued that the rates on 
gross earnings could have been advanced to produce greater 
revenue; but such changes would undoubtedly have been stoutly 
resisted by the railroads and might possibly have been warded 
off entirely. The experience of Minnesota shows that increases 
in the rates are not always easily made.* 

The policy of completely centralized railroad assessment was 
temporarily abandoned at one point in 1911 by transferring to 

1 Figures from the biennial reports of the tax commission. Engineer’s figures 


for 1915 and 1916 not available. 


2 Cf. Testimony before the Commission in the appeals of 1903. * Cf. below, p. 411. 
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the local jurisdiction the assessment of certain railroad terminal 
facilities, described as follows: ! 

Real estate not adjoining the tracks, stations or terminals; grain ele- 
vators used in transferring grain between cars and vessels, coal docks, ore 


docks and merchandise docks, and real estate not necessarily used in operat- 
ing the railroad... . 


The motive for this administrative retrogression was that which 
had emerged in New Jersey in 1906.2 The municipalities were in 
need of additional revenue and took this means of securing it on 
the ground that the local unit which met the whole expense of 
protecting these specialized and localized forms of property 
should derive the revenue from their taxation. The recrudescence 
of the benefit theory of taxation in this form was unfortunate 
since it meant a step backward toward administrative chaos. 
The courts did not allow this law to stand,’ and the desired end 
was accomplished in the only sound and proper way by provid- 
ing for a unit assessment of the property by the central authority 
and an apportionment of values to the localities in which these 
large terminal properties were situated.‘ 


Tuer ASSESSMENT OF STREET RAILROADS AND ELECTRIC 
LIGHT COMPANIES 


Street railroads and electric light companies operated in con- 
nection therewith were made subject to a license tax on gross 
earnings in 1895.° Various modifications were made in the rates 
and in the grouping of the companies into classes according to the 
volume of gross earnings until the ad valorem system was sub- 
stituted in 1905.6 The reasons for this change were the inade- 
quacy of the gross earnings tax and the need for closer public 
control. The commission was apparently in favor of securing 
separate sources of state and local revenue in 1901,’ but there is 
little evidence of any marked sentiment in favor of such a policy 
in 1905. The inadequacy of the gross earnings tax had been 


1 Laws of Wisconsin, 1911, ch. 540. 4 Laws of Wisconsin, 1915, ch. 407. 
2 Cf. above, p. 104. be7bid., 1895,.ch.303% 
3 150 N. W. 423. 6 [bid., 1905, ch. 493. 


7 Wisconsin Tax Commission, Report, 1901, pp. 75, 114. Phelan, op. cit., p. 406. 
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demonstrated in 1901 by a comparison of the taxes due under 
the license and the ad valorem systems.! This comparison 
showed, as in the case of the later investigation of the railroads, a 
considerable difference in the companies’ favor under the license 
system. For instance, sixteen companies had paid license fees 
amounting to $104,676 in 1899; but on the ad valorem basis 
their taxes would have been about $175,000. The taxes on a 
three-year average valuation would have been about $160,000; 
and on a five-year average valuation about $150,000. The 
argument for closer state control was based upon the growing 
need of rate regulation and control of capitalization and service, 
as well as upon the difficulties of successful administration of the 
tax on gross earnings.? 

As in the case of the railroad assessment the commission made 
an appraisal of the physical property of street railways and elec- 
tric light plants operated in connection therewith. This valua- 
tion was begun with the properties of the Milwaukee system, not 
only because of its size and importance among the plants of the 
state, but also as the basis for the settlement of a dispute between 
the company and the city over rates and conditions of service.’ 
For the latter purpose the valuation was to be as of December 31, 
1906, while for the purpose of taxation it was to be as of June 30, 
1907. The basis was identical except in so far as the inventory 
and the condition of the property might differ on the dates 
named. The methods applied to the other properties of the state 
were critically reviewed in the light of the Milwaukee results, 
since it was realized that the data might be in demand in other 
rate hearings before the utilities commission. In general the 
methods and procedure have not differed greatly from those 
used for railroads; and as in the latter case, the final assessments 
have varied considerably from the engineer’s estimates of physical 
valuation. 

Owing to the nature of these enterprises the tax has always 
been divided between the state and the various local districts 


1 Wisconsin Tax Commission, Report, 1901, pp. 114, 115. 
2 Cf, the commission’s argument in the Report for 1901, pp. 74, 75. 
3 Wisconsin Tax Commission, Report, 1909, pp. 135-145. 
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through which the roads operate. Under the present arrangement 
I5 per cent of the tax goes to the state and 85 per cent to the 
localities. Previous to 1911 the basis of local distribution was the 
gross receipts from each district, but in that year the basis was 
changed to the property located in, and the business transacted 
in each district.1 By this change some country districts have 
received sufficient revenue from this source alone to meet all 
ordinary town expenses, though in some cases the people of 
the district have contributed but little to the business.? In the 
absence of definite legislation the commission has ruled that the 
county boards shall include the valuations of these properties in 
making the county assessment, to the end that districts which 
contain no property of such companies, but which contribute 
materially to their revenue, may benefit in the county apportion- 
ment. The spread of the interurban systems over the state, 
together with the increasing extent to which they draw traffic 
from districts other than those in which their lines are situated, 
will probably tend to divert a greater share of the tax to the state. 
This tendency has already been revealed. In 1895, when these 
companies were first removed from the general property tax, 91 
per cent of the tax went to the local districts, 6 per cent to the 
counties, and 3 per cent to the state. In 1897 the proportions 
going to state and county were exactly reversed; and in 1899, 
because of the rapid extension of interurban lines, the propor- 
tions were 88 per cent to the districts, 3 per cent to the counties, 
and g per cent to the state. Finally, under the ad valorem system, 
the state was given 15 per cent of the total tax. 

The Assessment of Express, Sleeping Car, Freight Line and 
Equipment Companies. — The application of the ad valorem 
system to these corporations in 1899 marked the introduction of 
that method of taxation in Wisconsin. The formula prescribed 
by the law of 1899 for the valuation of these companies followed 
the traditional but artificial lines. It was as follows: 

1 Laws of Wisconsin, 1911, ch. 612. 

? One town in Waukesha county received $3,915.40 from this source in rorr, 
and raised only $678.31 in cash from taxes on property. Wisconsin Tax Commis- 
sion, Report, 1912, p. 6. 

3 Cf. Phelan, op. cit., p. 405. 4 Laws of Wisconsin, 1899, chs. 111-114. 
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1. Money value of stock less real estate outside of Wisconsin and per- 
sonalty not used in the business = cash value of stock. 
2. Cash value of stock 


Total mileage operated — average value per mile. 


3. Average value per mile times miles in Wisconsin = value in Wisconsin. 


This formula left little to the commission beyond verification of 
the statements of the companies. Until 1905 its administration 
was shared between the tax commission and the state treasurer, 
to whom the companies made the reports required by law. In 
this year the commission was given complete charge of the assess- 
ment and the reports have since been made directly to it... The 
new law authorized the commission to consider the value, earning 
capacity, and mileage of the entire system as well as of that part 
located within the state, and to view the property of any com- 
pany. The commission is thus authorized to vary the rule of 
valuation given above by conducting a valuation along practi- 
cally the same lines as in the assessment of steam railroads. The 
law of 1905 provided further that if no report were made, the 
delinquent company was estopped, except upon proof of actual 
injury, from questioning the action of the commission which was 
in such a case to make the assessment upon the basis of such 
information as it was able to secure. Unpaid taxes were to draw 
I5 per cent interest until paid. 

While the results under this more centralized method of assess- 
ment are superior to those attained by local assessment, or even 
by the gross earnings tax, the present system can hardly be 
regarded as satisfactory. The commission finds it difficult to 
check the returns of total mileage operated and of property 
owned outside the state. The receipts from these companies do 
not justify great expense of administration, which should be as 
automatic as possible. The total taxes were $54,226 in 1914.” 

Telegraph Companies. — The first corporation tax levied in 
Wisconsin was a mileage tax on telegraph companies, imposed by 
the territorial legislature of 1848.3 The rates were changed from 
time to time, and in 1882 “‘ miles of wire’ was substituted for 

1 Laws of Wisconsin, 1905, ch. 477. 


2 Wisconsin Tax Commission, Report, 1914, p. 153. 
3 Laws of the Territory of Wisconsin, 1848, p. 257. 
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“miles of line,’ and a graduated scale of rates was introduced. 
The commission’s investigations showed that telegraph companies 
were not being adequately taxed under the rates imposed on gross 
earnings, and in 1905 the ad valorem system was applied.” The 
first assessment was for the year 1907. The license taxes collected 
in 1906 amounted to $13,473.54, and the ad valorem tax yielded 
$22,426 in 1907. By 1or4 the tax had risen to $20,094. Rela- 
tively the increase over the gross earnings tax was significant 
but the financial results do not warrant the cost of the present 
system. As in the case of the other transmission companies, a 
method of taxation is needed the burden of which would be 
commensurate with the yield obtained. 

It will be observed from the foregoing discussion that cen- 
tralized administration of corporation taxes has not become the 
universal rule. The license tax on gross earnings is still in use 
for telephone companies, insurance companies, plank-road, and 
boom and dam companies. Certain other corporations which 
present problems of assessment too difficult for the local assessor 
have been left, apparently without question, in his jurisdiction. 
Of these the most important were those organized for the follow- 
ing purposes: ® 

1. Companies furnishing gas, electricity, water or steam for domestic or 

manufacturing purposes. 

2. Companies for the improvement of navigation of public streams or 

other public waters. 


3. Companies for the conservation and regulation of height and flow of 
water in public streams and reservoirs. 


The corporations included in the last two classes were, for the 
most part, organized years ago to facilitate the storage and trans- 
mission of forest products; and while this function has greatly 
declined in importance, the companies still retain control of the 
dams and have been utilizing them, wherever practicable, for 
water power purposes.* In many instances the line between pub- 
lic and private business has been obscured and the problems of 

1 Laws of Wisconsin, 1882, ch. 320. 

2 Wisconsin Tax Commission, Report, 1901, pp. 115-119. Laws of Wisconsin, 


1905, ch. 494. 
$ Wisconsin Tax Commission, Report, 1910, p. 50. 4 Ibid., 1909, p. 97. 
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assessment have been correspondingly complicated, especially in 
view of the court’s ruling that all public service corporations 
must be assessed by the unit rule, z. e., that there must be no 
separation of the physical property and the franchises or other 
intangible elements of value.! It has been almost impossible for 
the local assessors to observe this rule, especially when, as often 
happens, the properties extend into more than one assessment 
district. Other complications have arisen when the business has 
been in part that of a public service corporation and in part that 
of a purely private corporation, as in the case of a river improve- 
ment company exercising its function as such, and also engaged 
in producing electric power for private purposes. In such a case 
the unit rule would of course apply only to that part of the prop- 
erty devoted to the public use and the helplessness of the local 
assessor is readily seen. 

The legislature had attempted to meet the difficulty by provid- 
ing for the assessment of the property of a water, gas, or electric 
corporation as a unit and the distribution of the taxes among the 
several assessment districts into which the physical property 
extended.? The basis of apportionment was to be the length of 
mains or pipes in the case of a water or gas plant, and the length 
of wires for an electric plant, including such as extended into any 
building, light, or signal. Real estate used in the business was to 
be deducted and credited to the district in which the same was 
located. A further remedial step was taken in 1g11 by giving the 
commission supervision over the local assessment of such of these 
local public utilities as extended into more than one district.’ 
The commission now collects data relative to the value of the 
properties and the value within each district and transmits these 
tentative values to a meeting of the assessors of all the districts 
concerned. A member of the commission, its secretary, one of 
its engineers or a trusted assessor of incomes is present at the 
meeting. The local assessors then formally assess the properties 

1 8 Wis. 554. CE. list of decisions cited in Wisconsin Tax Commission, Report, 
1909, Pp. 92, note. 

2 Laws of Wisconsin, 1899, ch. 283, and ibid., 1901, ch. 263. 


3 [bid., 1911, ch. 611. 
4 Personal Letler from T. S. Adams, June 20, 1916. 
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and the commission acts as a board of review upon their results. 
Although the local officials may make slight modifications for 
the purpose of asserting their independence, the result is virtually 
a central assessment. The retention of the local assessor is an 
unnecessary complication from the standpoint of efficiency; but 
it has doubtless been a wise compromise in view of the recent re- 
action against central administration. After all, such an arrange- 
ment, though it may seem cumbersome, presents the distinct 
advantage of conciliating those who oppose the extension of 
central authority while it secures virtually a central assessment. 


SUPERVISION OF THE LOCAL OFFICIALS 


The weakness of decentralized administrative organization in 
Wisconsin was clearly perceived by the special tax commission 
of 1808 and its insight into the course of events is shown by the 
recommendation offered relative to central supervision. This 
recommendation was instrumental in shaping the supervisory 
features of the law of 1899, but the language of the statute was 
too vague to warrant the commission in attempting, at the out- 
set, ‘‘ rigid supervision ”’ over the local tax system. For the first 
few years after 1899, therefore, central supervision of local assess- 
ments was of the advisory type such as had appeared in Indiana. 
With the reorganization of the tax department in 1905 the legis- 
lature extended these powers, and at the present time the Wis- 
consin commission is in a position to exert direct influence upon 
the original local assessments. 

1 Professor Seligman characterizes this report as negative rather than positive 
on matters of principle. This may apply, perhaps, to its attitude on the taxation 
of corporations; but it certainly does not apply to the commission’s attitude on 
the question of administrative centralization, with close central supervision over the 
local assessment process. Cf. Seligman, Essays in Taxation, 8th ed., 1913, p. 616. 
This is shown by the following recommendation: 

“ That the entire administration of the tax laws be placed in the hands, or at 
least under rigid supervision of capable and disinterested agents of the state, to be 
so chosen and to have such tenure of office and compensation as to make them 
virtually free from the influence of political or popular favor or displeasure and 
enable them to give their entire time to official duty; such agents to consist of a 


state board or officer and such subordinate or district officers as may be necessary.” 
Report of the Wisconsin State Tax Commission of 1898, p. 182. 
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The commission’s advisory relations with the local officials 
were established through the means most commonly used for 
that purpose, vz., correspondence, the issue of printed instruc- 
tions, and official visits to the various taxing districts for confer- 
ences with individuals or groups of local officials. One of the first 
acts of the new tax department was an extensive investigation of 
undervaluation in local assessments, conducted mainly through a 
voluminous correspondence. Some 12,000 letters were sent out 
to property holders and various local officials. While this corre- 
spondence afforded an effective means of communication between 
the commission and the assessors, it should be noted that the 
emphasis in these letters was upon the information sought by the 
commission and not upon the advice needed by the local officials, 
though the very broadcasting of extensive and searching inquiries 
doubtless had a stimulating effect upon the latter. The commis- 
sion admitted that its attention had been directed at first chiefly 
to the problems of equalization and corporate assessment, to the 
neglect of local supervision.’ In the general correspondence some 
attention was given, of course, to the problems presented by the 
assessors and the files of the early letters and decisions contain 
many helpful suggestions and instructions for the guidance of the 
local officials. The rulings on important points were frequently 
manifolded and sent to other districts in which the same problems 
were likely to arise. The correspondence was supplemented by 
a more formal pamphlet of official instructions, in which especial 
emphasis was laid upon the assessors’ right of ‘‘ doomage ”’ as a 
means of reaching intangibles. 

The next step in the development of the supervisory function 
was the provision for a county supervisor of assessments in 1go1. 
At this point the example of Indiana was doubtless influential. 
The delegates from Indiana to the Buffalo Conference on Taxa- 
tion in 1901 were loud in their praises of the Indiana system and 
representatives from other states were much impressed thereby.? 
The county supervisor of assessments was to be chosen for a three- 


1 Wisconsin Tax Commission, Report, 1901, p. 136. 
2 Cf. Report of Proceedings, National Conference on Taxation, Buffalo, rgor, 


passim. 
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year term by the county board.! He was to be removable by 
that board for cause, and was to receive a salary fixed by the 
board.?, He was given full and complete powers of supervision 
and direction of the work of city, town, and village assessors, who 
were to be assembled annually before the beginning of the 
assessment season for conference and instructions. A potential 
check upon the assessors’ work was provided by requiring the 
supervisor to visit the taxing districts during the assessment 
period and to test the quality of the former’s results by making 
independent sample assessments or by reassessing a whole dis- 
trict. Omitted properties, when found, were to be reported to 
the assessor or to the county board at its annual meeting. The 
tax commission was to exercise a general supervision over 
the county supervisors and was required to convene them at the 
state capital for an annual conference which was to precede the 
county assemblies of the local assessors. 

The more direct contact between state and local officials which 
the county supervisors afforded resulted in an immediate im- 
provement in the local assessments. In 1go1 the ratio of local to 
state assessment was 75.39 per cent; in 1902 it was 91.08 per 
cent. This gain could not be held, however, and the local assess- 
ments began at once a relative decline which carried them by 
1909 to 61.99 per cent of the state assessment. For this reaction 
there were several reasons. 

In the first place, the rapid improvement in local assessments 
from 1900 to 1902 was due, in some measure, to the presence of 
state supervision, the novelty of which made it effective just as a 
“new broom sweeps clean.” But greater familiarity with this 
new department, and especially with the limitations upon its 
powers, dulled the edge of its suggestions and the old influences 
again resumed sway over the assessors. 

A second, and in some respects the most important, of the 
causes for the reaction is to be found in the nature of the local 
administrative organization. The system of small assessment dis- 


l Laws of Wisconsin, 1901, ch. 445; effective Jan. 1, 1902. 
2 In 1905 the legislature had to establish a maximum and minimum range for 
these salaries. Laws of Wisconsin, 1905, ch. 523. 
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tricts, each with an underpaid and frequently an inefficient 
assessor who is occupied with the work for only a small part of 
the year, has been outgrown everywhere. The collapse of such a 
system has been the more complete when, as has usually been the 
case, the local districts have elected their own assessors. The 
latter may thus be entirely immune to any progressive influences 
emanating from the central authority, while they are frequently 
entirely too amenable to the pressure of powerful local interests. 
This condition existed in Wisconsin and in many cases failed of 
correction through the county supervisors of assessment, who 
were sometimes in sympathy with local sentiment. In 1go1 the 
commission outlined several features of a plan then under con- 
sideration for remedying undervaluation.! One alternative was 
the abolition of the existing method of choosing assessors and the 
substitution of some mode of selection calculated to secure more 
efficient men and make them free from political and local in- 
fluence, with tenure of office to depend upon efficiency. This 
feature of the commission’s dream of administrative reform has 
finally been realized in the income tax assessors. Other sugges- 
tions advanced in 1go1 have not yet materialized; for instance, 
larger assessment districts, less frequent assessments, longer time 
for making the assessment, and sufficient compensation to com- 
mand the services of competent men. 

Finally, it must be remembered that the commission was deal- 
ing with the general property tax and it is doubtful if even the 
strictest measures would have sufficed to prevent evasion and 
undervaluation as long as the uniform rule was in force. Ohio’s 
recent experiment with an actual state assessment of all property 
was not successful in securing all intangible property.? It was 
still too early to talk of abandoning the general property tax in 
Wisconsin in 1902, and the commission’s suggestions for local 
administrative reform were destined to be accepted but slowly. 
Its real problem, therefore, was to get the most out of the general 
property tax with the local officials at its disposal. Compara- 
tively little could be done to combat the local and special interests 

1 Wisconsin Tax Commission, Report, 1901, pp. 151, 152. 
2 Cf. below, pp. 506, 507, 510. 
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which were pressing for improper standards of local assessment. 
The indefinite and sometimes sinister character of these influences 
prevented effective open attack, while the short term, small pay, 
popular election, and low standards of service prevented any 
substantial development of an official esprit de corps — pride 
in the establishment and maintenance of better assessment 
standards. 

The very crudeness of the local assessors suggests, however, one 
possibility of which more might have been made, though in view 
of the other circumstances it is of doubtful wisdom. This is a 
greater attempt to educate and train the assessor for his work and 
to provide him with pertinent information relative to values. 
The commission was in possession of considerable masses of data 
on values in each tax district which might have been made acces- 
sible, in a form that would have been of service to the assessors. 
The additional expense should be considered, and it is not at all 
certain that the results would have justified the outlay, since the 
people would probably have retired the assessors as fast as they 
came to know enough about their work to do it satisfactorily. The 
fact is, all of the circumstances in the case made a slump in- 
evitable, and the commission was compelled to spend several 
years of solid constructive and educational work before the people 
were ready to abandon the general property tax, and to intrust 
the central authority with the administrative control of the 
substitutes for the old system.! 

A more advanced stage of central supervision began in 1905 
with the passage of two laws providing for the review of local 
assessments in certain cases of appeal. The first of these measures 
related to appeals brought by any taxing district against the 
action of the county board of review.2. The commission was 
authorized to hold a preliminary hearing with power to order a 
reassessment upon the production of sufficient evidence. The 
appeal was to be brought by the officials of the district, in the 
name of the district, and the expense was to be charged to 

1 Cowles and Leenhouts, How to Assess Property in Cities and Rural Towns, 1914. 
This pamphlet, by members of the commission’s staff, is a good example of the 


later educational material being issued. 
2 Laws of Wisconsin, 1905, ch. 474. 
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the county in the next apportionment of taxes. If a reassessment 
were justified the commission proceeded to review and reassess 
the property, but its jurisdiction extended only to the classes of 
property specified in the appeal and the result affected only the 
apportionment of the state and county tax. The original assess- 
ment held for the levy of all local taxes. In conducting such 
investigations, the commission and its assistants and experts 
were to exercise all of the powers of assessors, including the 
power to list property. 

The fact that the cost is a charge against the county has re- 
stricted the use of this form of appeal, since the expense, if the 
appeal were granted, might exceed the amount by which the dis- 
trict could hope to reduce its proportion of the state and county 
taxes. The problem before the commission has been the develop- 
ment of a means of reviewing the work of assessment without 
making the cost prohibitive to the districts. On the other hand, 
the procedure has been simplified by transferring the jurisdiction 
in such appeals from the circuit court to the commission. This 
transfer may be expected to promote the interests of all con- 
cerned, for it is reasonable to suppose that with the information 
in its possession, or readily accessible to it, the commission could 
make a better reassessment than the appointees of a court. 

Under this chapter, fifteen appeals were brought in 1913-14, of 
which the commission entertained twelve.! In ten cases it was 
possible to make the necessary adjustments from the commis- 
sion’s sales data with a small number of inspections, thereby 
reducing the expense. In two counties more thorough reassess- 
ment was necessary. One town was found to be charged with 
$4,443 more than its proportion, while another was escaping with 
$4,110 less than its fair share of state and county taxes in 1913. 

The second form of appeal provided for in 1905 permitted any 
individual to complain to the tax commission against the action 
of a district board of review.” In these cases the commission was 

1 Wisconsin Tax Commission, Report, 1914, p. 39. Eight appeals were brought 


in 1915-16. One of these was dismissed and one was settled in accordance with 
the commission’s suggestions. The disposition of the others is not recorded. Report, 


1916, pp. 16, 17. 
2 Laws of Wisconsin, 1905, ch. 259. 
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authorized to order a reassessment of all property of a district, 
or of any classes of property, whenever it appeared that the law 
had not been complied with, or that the interests of the public 
would be served by a reassessment. The revaluation was to be 
made by properly qualified persons appointed by the commission, 
who were to have all of the powers of assessors. The county 
supervisors of assessments were to exercise all of their usual 
powers but the assessments were to be reviewed by a special 
board of review appointed by the tax commission. Six reassess- 
ments were ordered under this chapter in 1906. An aggre- 
gate original assessment for the six districts of $2,927,791 was 
advanced to $3,407,203, or an increase of $479,412.! 

The chapter fell into disuse after 1906 owing to a suggestion 
from the supreme court, sustained by the attorney-general, that 
it was unconstitutional. Two members of the commission agreed 
with this interpretation and declined to entertain jurisdiction in 
further appeal cases. The legislature of 1909 refused to repeal 
the measure and the courts later upheld it. From this decision, 
in November, 1910, to the end of 1914 the commission received 
nearly one hundred appeals and granted about one-third of them. 
The conditions in Janesville and Racine are illustrative of the 
results discovered in these reassessments: 


RESULTS OF REASSESSMENT IN JANESVILLE AND RACINE 4 


Janesville, r9rr Racine, ror2 


Property group % of true value % of true value 
Allepersonalty, avetageur nr rae i ety a 
Realestate ian castes seta asieecta ele ecg aero st 
Automobiles: waarmee eee a eee eR O Se 4 
PIANOS aANnGiOreanse meee eee eee ee ene Sa Se 
Bankustocks27.5. Sis saps ta een: oe See SO 693 
Moneys ang Credits ar eee ae nee reer tar erent as 
iMerchants:Stocks «a5 .cs etre se reer 55 
FTOTSOS Pree ait reece At lone CDSE ce eee Bek 12} 
Waconsacannacescleichcae enn ante nee 20 
Alltotherpersonal ty ste nrs eee eee ees ot 
1 Wisconsin Tax Commission, Report, 1907, p. 12. 2 Ibid., 1910, p. 17. 


3 State ex rel. Hessey v. Daniels, 143 Wis. 649, 128 N. W. Rep. 565. 

‘ This table is compiled from the data given in Wisconsin Tax Commission, 
Report, 1914, pp. 31, 32. The reassessments included only those classes of property 
for which percentages are given. 
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Concerning the general results of the reassessments of 1913-14, 
the commission said: } 

The inequality between different classes of property in individual dis- 
tricts was much more pronounced and the range in the ratios of assessed to 
true value much greater (than the average, which has just been discussed). 

Still greater inequality is shown between specific individual assess- 
ments of the same class held under different ownerships. Higher assess- 
ments in the case of small and inexpensive as compared with larger and more 
valuable properties are almost universal. 


This situation may well raise the question whether local assess- 
ment of property can ever be brought to the standard set by the 
law. It is useless now to talk of abandoning the principle of local 
assessment in Wisconsin, so it remains to be seen what changes 
can be introduced that will permit of the further correction of 
these inequalities. In the first place, certain signs of improve- 
ment have appeared in the last few years. The aggregate local 
assessment increased by $1,212,301,188 from 1910 to 1916. The 
local assessment of personal property in 1911, the last year in 
which moneys and credits, farm machinery, and household goods 
were taxable, was $366,870,379. Notwithstanding these exemp- 
tions, the total assessment of personal property increased to 
$510,137,587 by 1916.2 The progress of local assessments is shown 
by the improvement of the local ratios of assessed to true value. 
The following table shows the number of counties in each per- 
centage group since IgII: 


PROGRESS IN THE LOCAL ASSESSMENT OF ALL PROPERTY, Ig11-16% 


Classification IQII 1912 1913 1914 I9IS 1916 

Number of Cos. over 85%.... .. 4 18 16 14 24 

ce BAG nnn 3 13 19 28 he 20 

3 Se O5.%-74. Gn a2 14 14 17 Dit 22 22 

f Ee nder 65 %aee 5A 40 7] 6 4 5 
Averaceratome eerie in 04; G0mn m7 2 >201NNEOL.795 82:00) 83.22 5 Oana 3 


The principal difficulty has been, and will be, caused by the 
various classes of personal property; and further exemptions of 
these classes would be an easy and obvious remedy.‘ State 

1 Wisconsin Tax Commission, Report, 1914, p. 33- 

2 [bid., 1916, pp. 158 ff. 3 [bid., 1914, p. 48; ibid., 1916, p. 157. 

4 The commission has recommended this action, but it has also pointed out that 
it would probably work hardship in the rural districts and smaller cities, where per- 
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assessment of incomes has apparently been permanently adopted 
and the efficient results which have been obtained stand as a 
guarantee against the escape of much taxable capacity through 
the additional exemptions. There is little likelihood, however, 
that the assessment of personal property will be wholly aban- 
doned or even that the present list of exemptions will be greatly 
extended. The commission’s chief reliance, therefore, for the 
further improvement of local assessments is upon the influence 
and watchfulness of the income tax assessors, in their capacity of 
county supervisors of assessment. These officers have approached 
the problem of local supervision in a different spirit and from a 
different standpoint than the locally elected supervisors. Their 
inspection of the local results has been much more efficient, their 
guidance of the assessors more intelligent and satisfactory. Much 
of the progress that has been made in local assessments since 1911 
has been due to their services. 


THe IncoME TAx 


The experiences of the American states with the income tax 
have been in general very unsatisfactory, although widespread 
efforts have been made to utilize this method of raising revenue, 
so attractive in theory and so successful in some other countries. 
The failure of state income taxes has generally been attributed to 
defective administration, caused by the loopholes of self-assess- 
ment, the indifference of officials, the persistent efforts of some 
taxpayers to evade the tax, and the nature of some incomes which 
increased the difficulty of assessment.! The Wisconsin special 
tax commission of 1898 found no strong sentiment in favor of an 
income tax and regarded even the discussion of the subject as 
unprofitable.? Because of the numerous failures of this form of 
sonal property is still about 25 per cent of the total valuation, and the element of 
“unearned increment” is least important. Wisconsin Tax Commission, Report, 
1914, p. 129; ibid., 1916, ch. IV. 

1 Cf. Kinsman, The Income Tax. Professor Seligman holds that the real diffi- 
culty was not defective administration ‘but the impossibility of localizing personalty 
or income. He has pronounced any attempt to construct a successful state income 
tax “ well-nigh hopeless.” The Income Tax, 1911, pp. 425-429. Cf. his “Annual 


Address,” in Proceedings of the National Tax Conference, 1914, p. 196. 
* Report of the Wisconsin State Tax Commission of 1898, p. 168. 
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taxation, therefore, and the early apathy on the subject in Wis- 
consin, the recently enacted income tax law assumes new signifi- 
cance as a daring experiment in a field strewn with disasters. 
The way was opened for the experiment by a constitutional 
amendment of 1908. The tax commission had apparently taken 
little part in the agitation preceding the passage of this amend- 
ment, as practically no mention of an income tax occurs in any 
report previous to this time, and in 1909 it confessed to but hazy 
ideas regarding the kind of law that should be passed.! Once such 
a tax was made possible, however, the commission took up with 
enthusiasm the study of the subject and the resulting enactment 
was very largely its product.? 

A detailed analysis of the bill is unnecessary.? Every effort was 
made to avoid the weakness that had been the downfall of other 
state income taxes, and the distinguishing feature of the Wiscon- 
sin measure was centralized administration. Special assessors of 
income were provided, to be appointed and removed by the tax 
commission. All appointments were to be made from a civil ser- 
vice list. This marks the first effort that has been made anywhere 
to take the work of assessment out of politics, and it is in most 
wholesome contrast with the recent Ohio experiment, wherein 
the appointment of county assessors was based almost altogether 
upon political grounds. The Wisconsin commission may divide 
the state into income tax districts consisting of one or more 
counties, but no county may be subdivided. Forty-one districts 
have been made, each in charge of an income assessor. Of the 
first appointees, nineteen had had previous experience as super- 
visors of assessment, an office the duties of which were by this 
chapter transferred to the new income assessors. 

A complete presentation and discussion of the results thus far 
achieved under the income tax is superfluous in this connection. 
With state administration the income tax in Wisconsin is proving 
successful. The defects which have been encountered have not 
been of a fundamental character and further experience will 

1 Wisconsin Tax Commission, Report, 1909, p. 17. 


2 Laws of Wisconsin, 1911, ch. 658. 
3 An analysis of the law, by K. K. Kennan, is found in Ann. Amer. Acad., 58, 


pp. 65-76. 
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reveal the improvements which are best suited to Wisconsin con- 
ditions. The cost of administration has been very low, as is 
shown by the following figures: 


RELATION OF Cost OF ADMINISTRATION OF INCOME Tax! TO THE AMOUNT 
oF TaxEes ASSESSED AND COLLECTED 


Ratio of IQI2-13 IQI3-14 IQI4-15 1915-16 
Cost to tax assessed..... 1.31% I.II1% 1.06 % 1.30% 
Costitotaxicollected anne DG? 2.20 2.62 


The apparent discrepancy here is due to the considerable offset of 
income tax by the payment of taxes on taxable personal property. 
In 1914 about 46 per cent of the total tax assessed was offset in 
this way. In fifty-two counties more income tax was paid by 
personalty tax receipts than by cash.” 

Wisconsin’s experience with the income tax is overthrowing 
some of the long-accepted notions regarding tax administration 
and strengthening the authority of other principles as yet less 
widely held. The possibility of a successful state income tax is in 
a fair way to be demonstrated, though the consensus of opinion 
has been against the use of this tax by the states.* Also, the prin- 
ciple of stoppage at the source is shown to be practicable, as about 
75 per cent of the tax was estimated to have been collected in this 
way in 1912.4 The results also demonstrate the willingness of 
property owners to make true returns rather than false, provided 
the penalty for honesty be not confiscation. A moderate rate on 
incomes will yield, it is asserted, more than the former property 
tax at exorbitant rates.> On the other hand, it is equally clear 
that the salvation of the income tax has been in the strong, able, 
and impartial central administration which it has received. 
Under the decentralized administration once so prevalent the 
personal property tax broke down because the assessor’s power 
to search out property was negatived by the taxpayer’s control 
over him. The income tax assessor has become an impartial and 

1 Wisconsin Tax Commission, Report, 1914, p. 126; ibid., 1916, p. 69. Cf. ibid., 
1916, ch. 3, for some valuable material on the distribution of the tax by income 
groups and by classes. 

251 bid:, Ppale 720 


3 Cf. Seligman, op. cit., pp. 425-4209, and reference cited. 
4 Wisconsin Tax Commission, Report, 1912, p. 42. SS LOtd SDAA Te 
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courteous, but rather formidable investigator, free from domina- 
tion by any local interest. Whether such a standard of adminis- 
trative efficiency could actually be established and maintained 
in all other states is uncertain, and for any such states the income 
tax might soon go the way of the personal property tax.! 


THe INHERITANCE TAx 


The special tax commission of 1898 had recommended an in- 
heritance tax as a more satisfactory means than the income tax 
for counteracting the loss of revenue and the inequality of inci- 
dence occasioned by the personal property tax.? Such a law was 
passed in 1899, but was declared unconstitutional on the ground 
of unreasonable and unlawful classifications. In 1903 the present 
law was enacted and the former defects were so successfully over- 
come that the statute was upheld by the state courts.® Indeed, 
one student of inheritance tax legislation has declared that the 
Wisconsin law of 1903 far surpassed any earlier law in the scien- 
tific character of its provisions.* This eulogy applied at the time 
more particularly to the adjustment of rates and classes of lega- 
tees, and not to the administrative features, which were left in 
rather uncertain status until 1911, when the tax commission was 
placed in charge.’ Provision was also made for an inheritance tax 
investigator, to be chosen under civil service rules and to be paid 
a salary of $3000 and expenses. His duties were thus summed up 
by the commission: ® 


The present inheritance tax investigator serves as counsel to public ad- 
ministrators in the several counties, appearing personally at the hearings 


1 Cf. the interesting analysis by Professor Bullock of the conditions under 
which the income tax should be used, Taxation in Washington, pp. 231-239; also, 
the same writer’s statement in Proceedings of the National Tax Conference, 1916, 
PP- 374-384. 

2 Report of the Wisconsin State Tax Commission of 1898, pp. 160-168. 

3 Laws of Wisconsin, 1899, ch. 355. 

4 Black v. State, 113 Wis. 205. 

5 Laws of Wisconsin, 1903, ch. 44; Nunnemacher v. State, 129 Wis. 190. 

6 Huebner, ‘The Development of Inheritance Taxes in the United States,” 
Quart. Jour. Econ., xviii, p. 529. 

7 Laws of Wisconsin, 1911, ch. 450. 

8 Wisconsin Tax Commission, Report, 1912, p. 60. 
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in the larger estates and in case of conveyances made in contemplation of 
death, or made to evade the tax; counsels with the county judges as to the 
enforcement of the law; handles the correspondence and negotiations with 
foreign estates; examines the facts and issues permits to transfer stocks and 
other personal property where it is found that no tax is due; and reports to 
the attorney-general such litigated cases as involve appeals to the circuit 
courts and supreme court. 


INVESTIGATION OF THE STATE FINANCES, AND SUPERVISION 
oF LocAL ACCOUNTING 


The first step in the direction of a complete reform of the state’s 
budgetary practice was taken in 1909, when the legislature by 
a joint resolution requested the commission to investigate and 
report upon the finances of the state government. A special 
report was published on this subject in 1911, of which only the 
principal recommendations can be given space. They may be 
summarized as follows: 4 

1. The payment of the state debt; 

2. Consolidation of all of the active funds of the state for disbursement 
purposes; 

3. Uniform classification of expenditures, by departments, according to 
the purposes of the outlays; 

4. Centralized audit system for all state boards and commissions under 
the direction of the secretary of state; 

5. The installation of a uniform system of departmental and institu- 
tional accounts under the direct supervision of some administrative 
office; 

6. Creation of a budget board charged with the duty of preparing ap- 
propriation bills. 

These suggestions are all of great value for the reform of the 
state financial administration. It is as essential that money be 
spent wisely as that it be raised with the least burden and in the 
most effective and equitable manner. The reforms in taxation 
should be supplemented by such improvements as the commission 
has recommended, in order to secure a well-rounded financial 
system. 

The commission had already been authorized in 1905 to require 
from counties, cities, and towns a report of expenditures, to 
inquire into the system of accounting used by the local units, and 


* Wisconsin Tax Commission, Special Report on the State Finances, 1911, pp. 
18-20. 
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to prescribe a uniform system of accounting for them.! This 
authority was broadened and made more definite in rorr.2. The 
adoption of the accounting system and the audit of the local 
finances is purely voluntary with the local units, but the installa- 
tions are proceeding about as rapidly as the commission can 
handle them. To the end of 1916 voluntary contracts had been 
made with twenty-four cities, twenty-four counties, eleven vil- 
lages and thirty-three towns. The expense of the installation is 
borne by the local unit. The most serious situation disclosed by 
the investigation and audit of the local records has been the 
absence of any adequate audit of local expenditures. Not only 
have many innocent shortages been found, but as well some 
serious defalcations, the amount of which in one case was more 
than $70,000. The alarming increase of local tax rates and local 
debts renders accuracy and honesty in the expenditure of public 
moneys most necessary; and these standards are not attainable 
without sound accounting methods and reliable and impartial 
audits. 
RECOMMENDATIONS 


No tax commission in the United States enjoys a higher posi- 
tion in the respect of the legislature and the people than the 
Wisconsin commission. This position has been won by the com- 
mission’s own ability and sound sense. It has become a real 
leader in shaping both the policy and the details of financial 
legislation, and thus far it has encountered no serious objections 
even when its recommendations have involved large extensions 
of its own power. The legislature of 1914-15 was decidedly 
reactionary in tone, but the tax commission and its progressive 
legislation were spared. 

A detailed review of the commission’s recommendations is 
unnecessary here, as they have been noticed in the appropriate 
connections above. It suffices to say that the tax commission has 
practically recast the tax laws of Wisconsin, and has introduced 
some of the most effective administrative and fiscal measures to 
be found in any state. 


1 Laws of Wisconsin, 1905, ch. 380. 2 Tbid., 1911, ch. 523. 
3 Wisconsin Tax Commission, Report, 1916, p. 115. 
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APPENDIX A 


EXTRACTS FROM PERSONAL LETTER OF MR. A. E. JAMES, CHIEF STATISTICIAN 
TO THE WISCONSIN Tax COMMISSION. FEBRUARY 24, 1914 


The case came before us in the form of an appeal from the equalization of 
the county board. We did not feel justified in relying upon our sales data 
for the readjustment of this equalization and inspectors were appointed 
with instructions to make a thorough examination by sample assessments of 
the various classes of land in the several towns of the county for the purpose 
of computing a true value in each of those towns utterly independent of the 
sales. The valuations for each district as computed from the sales data and 
as fixed by the inspectors thus appointed are set down in the table below: 


By tax com- 
Sales Per cent to mission’s Per cent to 

District data total inspectors total 
Cassiano Ar oEoss 3.98 $451,570 3.82 
Crescent an macs peers anicia: 266,308 2.36 277,450 2.34 
IDINGOMBS IE. 5 oi ou sonaac 626,314 5.56 498,750 4:23 
Elaze huts eee 406,016 3.60 350,250 2.04 
Little Ricewieee sees 279,032 2.48 260,970 2.20 
Lynne lepers 468,972 4.16 555,010 4.67 
Minoccquanlaeee er triers 3 155250 11.70 1,785,850 15.03 
Moni cowie ey eee 308,600 2.74 445,030 3-74 
Newbold sl anne 308,838 2.74 325,300 2.74 
Pelicanaeeees pie er 898,164 7.96 677,050 5-70 
Pich Mi eeee ner earn ee 231,374 2.05 256,990 2.16 
Pine dea ke ae eee 224,286 1.99 273,290 2.30 
Schoepkewyeyemas) seer 342,146 3.04 381,320 3.21 
Sugar Cain p slew eee 451,006 4.01 510,600 4.29 
cEhreedizakeswlen ey ante 906,926 8.05 906,300 7.63 
Wood boron ter eet =n 215,546 1.91 174,490 1.47 
Wioodrutieiyg ee eee 202,754 1.80 201,530 1.69 
Rhinelanderi@een eer es3304,220 29.87 3,543,770 29.84 
Lotalsee eee pLi204%020 100.00 $11,875,580 100.00 


The first remarkable feature of the above table is that the values fixed on 
re-examination were approximately $600,000 in excess of the sales computa- 
tion of the county total. In other words, the difference between the two 
figures was less than 53 per cent. Very few persons would be willing to 
guarantee that two experts valuing a single piece of property or a group of 
twenty, forty or one hundred properties would agree within 5 per cent. 
The result in its total was a remarkable confirmation of the general accuracy 
of the sales data. 

Taking up individual districts, the towns of Cassian, Crescent, Little 
Rice, Newbold, Piehl, Pine Lake, Schoepke, Three Lakes and Woodruff, 
and the city of Rhinelander can practically be passed without question, the 
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differences being relatively slight. The difference in all other cases grows 
directly out of the fact that the proportions of property assessed to property 
sold in the given districts of each of the several classes were vastly different. 
Take Minocqua as an illustration. Timber land was assessed in Minocqua 
at 68 per cent, wild and cut over lands at 124 per cent, improved land or 
farms at 20 per cent, lake frontage at 20 per cent, village plat at 64 per cent, 
and timber land of the most influential individual in the town at 16 per cent. 
The same individual owned a logging railroad taxable as personal property, 
worth $70,000, which was not assessed at all. 

Under these circumstances it is remarkable that we got within $470,000 
of the true value in the town of Minocqua. We had a disproportionate 
amount of property sold in the village of Minocqua. Had we separated our 
sales into the village plat and the outside property and made two computa- 
tions instead of one for the town as we have done for the town of Eagle 
River, Vilas county, where similar conditions prevail, we would have arrived 
at a practically correct sales valuation for the town of Minocqua. In other 
words, the sales method carries within itself the main possibilities of cor- 
rection of extreme cases such as existed in this town. 

The conditions presented here are the most extreme to be found in Wis- 
consin and are undoubtedly far more extreme than could be found in any 
portion of Ohio. Northern Wisconsin is just emerging from the lumber- 
man’s stage into a stage of sparse settlement. The settlers are very poor 
and some under the conditions not uncommon in pioneer communities are 
not wholly regardful for the property rights of outsiders. They sometimes 
regard it as legitimate to run the tax rates up unnecessarily high so long as 
the money is expended within their own community. As a result two con- 
ditions are likely to be found in a northern town — (1) the gross under- 
assessment relatively of the improved property of the resident, and (2) 
extravagance and sometimes corrupt mismanagement on the part of those 
controlling the official machinery of the town. The opposite condition is 
not infrequent where lumber companies still operate their mills and control 
the politics of the community. Under these circumstances it would be ex- 
pected that all sales values, taking the chances they do of being representa- 
tive, would err widely in individual cases. The fact that the greatest error 
in this investigation was approximately 25 per cent I regard as an extreme 
confirmation of the sales values rather than as in any way a reflection upon 
them. A more representative situation is that disclosed by reassessments 
ordered by the commission in districts where assessments have not been 
made conformably to law. Such reassessments were ordered in 1913 for 
which comparable figures are available at the present time. (See table on 
the next page.) 

In the table the original local assessment, the reassessment and the 
sales valuation of real estate are stated in each case. ‘The valuations in 
Chippewa Falls, Black Earth, Cross Plains, Ripon, Peshtigo, North Mil- 
waukee, Freedom and Dupont are remarkably close. The others fluctuate 
more widely. Internal evidence shows us that the reassessments in Ackley, 
Main, etc., are open to serious question. Nevertheless the total of all 
reassessments and sales valuations are less than 1 per cent apart (actual 
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RESULTS OF CERTAIN REASSESSMENTS IN WISCONSIN 


Original 1913 State assess- 
assessment Reassessment ment. Value of 
Assessment districts real estate real estate real estate in district 

Chippewa Falls, Chippewa Co. . $2,830,230 $4,620,157 $4,755,040 
BlacksHartheWanet@oqmeawenrer 406,596 645,705 614,102 
Cross Plains, Dane Co. ........ 1,143,965 1,729,430 1,759,920 
Ripon, Fond du Lac Co........ 2,073,440 3,203,570 2,153,540 
MallyrllemGrantiConemnenrer ee 121,402 264,180 195,293 
Ackley, Langlade Co. <2). .2 - =: 804,885 959,900 1,131,828 
Maine; Marathon! Con, 7. 4-6 452,400 1,090,972 1,290,064 
Mosinee, Marathon Co, ....... 181,570 569,250 475,999 
Peshtigo, Marinette Co. ....... 367,045 490,940 491,182 
Greenfield, Milwaukee Co. ..... 7,917,035 9,154,205 8,581,680 
N. Milwaukee, Milwaukee Co... 1,572,390 2,351,185 2,135,220 
ApplerRivieryeolki Commence 221,235 339,173 426,514 
Somersetsiot, Croix ©onna ae 529,255 1,028,710 1,194,010 
Spooner, Washburn Co, ....... 429,258 538,250 628,720 
Dupont, Waupaca Co. ........ 560,120 991,150 972,046 
Motalseey- see eae O20;850703 $30,011,899 $20,821,289 


percentage 100.64 reassessment over sales value), again a remarkable con- 
firmation of the sales valuations. 


The state assessment of 1913 had been made on the basis of 
sales data which had been collected from these various districts. 
The reassessments show that in most cases the results of the sales 
ratios were very close to the actual value. 


APPENDIX B 


From A PERSONAL LETTER FROM PROFESSOR T. S. ADAMS, MEMBER OF 
THE WISCONSIN TAX COMMISSION. FEBRUARY 24, IQI4 


The essentials of the Wisconsin method of valuation are thoroughly 
understood by the representatives of the railroads subject to the Wisconsin 
tax. On the basis of reports submitted by the companies in question and 
after revision, tentative valuations are prepared by capitalizing gross and 
net earnings for five-year periods and one-year periods. This presents four 
distinct valuations. The stock and bonds are then valued in accordance 
with market quotations after elimination of non-operating properties and 
the valuation is distributed or apportioned according to track mileage, 
gross earnings and net earnings. Three additional valuations are thus pre- 
pared. In addition similar valuations are determined in accordance with a 
method devised by Mr. Haugen, which consists in taking the bonds at market 
value, subtracting the interest paid on such bonds from the net earnings 
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and capitalizing the remainder in the fashion described below. The aggre- 
gate of the bond values and the capitalized earnings thus secured is then dis- 
tributed to Wisconsin on the basis of the proportionate track mileage, gross 
and net earnings, respectively. Moreover we have before us a physical 
valuation representing the cost of reduplication in present condition and 
frequently the commercial valuation prepared by T. A. Polleys. Averages 
of these valuations are then computed, one a simple average, the other a 
weighted average in which the capitalized gross earnings for five years are 
given a weight of ro, the capitalized gross earnings for one year a weight of 
5, the capitalized net earnings for five years a weight of 35, the capitalized 
net earnings for one year a weight of 10, the average of the Haugen valua- 
tions a weight of 30, and the physical valuation a weight of 10. 

The rates at which gross and net earnings are capitalized are with respect 
to steam railroads determined in the following manner. The roads are first 
classified in homogeneous groups and it is assumed that the aggregate valua- 
tion placed on such roads in the previous year is correct. This valuation is 
then divided into the gross and net earnings, as the case may be, the result 
being the rate at which their earnings were capitalized in the preceding year 
to reach the assessments actually imposed. The rates of capitalization were 
in the beginning determined with great care. 

The weighted and simple averages above mentioned furnish a mechanical 
starting point. There is a presumption in favor of the valuations so secured, 
which can only be removed by positive evidence. We have, as it were, a 
mechanical datum unaffected by personal idiosyncrasy, from which to start. 
Just how these results are modified cannot be described, not because the 
process is in any sense secret, but because the considerations are too numer- 
ous and frequently too subtle to be depicted in an explicit way. Offers of 
sale; palpable evidence of mistaken policy in the construction of roads; 
consolidations or financial factors affecting the future of the properties in 
question —a thousand and one considerations such as the ordinary pur- 
chaser or buyer would take into account are considered. ‘This is the ele- 
ment which in my opinion makes the ad valorem result preferable to the 
gross receipts result. Any set of reasonably honest and industrious men can 
modify any mechanically made computation in the direction of greater 
justice. It is very necessary that human judgment shall not be wholly 
unguided. A mechanical method is needed to keep the human mind in line. 
But starting with such a method human judgment or common sense can 
always improve upon averages. Contrast any set of gross receipts taxes 
with the corresponding ad valorem taxes that would be made by any set 
of men and the results in my opinion will usually be so startling as to carry 
condemnation of the gross receipts method. The discretionary element 
involved in the ad valorem tax is to my mind markedly less disadvantageous 
than the necessary injustice resulting from the mechanical rigidity of the 
gross receipts method. 

In the assessment of street railway properties and the smaller public 
utilities in which market quotations offer no guide as to the proper rate of 
capitalization, we have used in recent years the following method. A group 
of the largest properties, whose securities are bought and sold, are treated 
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as the steam roads above, and their aggregate valuation divided into their 
gross and net earnings to ascertain the rate of capitalization actually em- 
ployed in the preceding year to determine their valuation. The same process 
is then applied to a group containing the smallest properties in the state. 
This furnishes the extreme limits of the capitalization rates, and between 
the two the rate is increased regularly corresponding to the increase in the 
size of the properties. This is of course only a rough method but compare 
it with the variation of rates in gross receipts taxes. With respect to these 
properties a main classification is also maintained, dividing those whose 
values are plainly above the physical value and those whose values are 
plainly below the cost of reduplication in present condition. 

Corporations subject to the Wisconsin ad valorem tax laws are fully in- 
formed as to the general processes employed by the commission and en- 
couraged to present any facts bearing upon the valuation process. There is 
in this process no more uncertainty and no more discretion; no more exer- 
cise of human judgment than is employed every day in the valuation of the 
great mass of real estate and other similar property placed upon locai assess- 
ment rolls. The ad valorem system of corporation taxation has all the de- 
fects and all the advantages which characterize the system of direct ad 
valorem taxes in general, for which the American people plainly express so 
deep a preference. 


CHAPTER IX 


THE BOARD OF STATE TAX COMMISSIONERS OF 
MICHIGAN 


THE tax situation in Michigan during the closing decades of the 
nineteenth century was the counterpart of that which prevailed 
at the same time in many other states. Property was under- 
assessed; there was but a feeble attempt at equalization; and the 
grossest inequalities had developed among taxing districts, 
individual owners, and classes of property. The assessed valua- 
tion was rising but slowly while the inadequate state equalization 
effected a very imperfect distribution of the tax burden and 
steadily aroused a greater dissatisfaction with the existing tax 
system. The situation was aggravated by the deficiencies of 
corporate taxation, especially of the public service corporations 
which were generally believed to be paying less than their fair 
share of taxes. From many points of view there was good cause 
for the strong demand for tax reform which set in during the 
nineties. 

Various governors had urged reform measures during the 
preceding thirty-odd years,! but it was reserved for Governor 
Pingree, who had made “‘ equal taxation ” the keynote of his cam- 
paign, to initiate the most extensive and important changes in the 
tax system.” In a series of urgent messages to the legislature he 
stated the case for reform vigorously and effectively, outlining 
two principal plans of remedial legislation.* One of these looked 
to a change in the methods of taxing public service corporations 

1 Inequalities in the tax system were emphasized in the messages of Governors 
Bagley, 1877, Croswell, 1877, Luce, 1887 and 1891, Winans, 1891, Rich, 1896. Cf. 
Hedrick, History of Railroad Taxation in Michigan, p. 35. 

2 This policy is referred to rather slightingly by Snider in his discussion of gross 
receipts taxation in Wisconsin, on the ground that Pingree was a firm believer in 


the general property tax. However conservative his view on this point, the signifi- 
cance of his recommendations for central supervision must not be overlooked. Cf. 


Snider, op. cit., p. 102. 
3 Cf. Special Message of Governor Pingree, May 6, 1897. 
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and the other to the creation of a department of taxes and assess- 
ments which was to exercise general supervision over the whole 
tax system. After three years of continued agitation, during 
which at least two special sessions were devoted to the discus- 
sion of tax problems, measures embodying these policies were 
adopted by the legislature. The bill for taxing corporations, 
known as the “‘ Atkinson law,” was nullified by the courts, a fate 
which necessitated a constitutional amendment.! Under this 
amendment, adopted in 1902,? have been effected the changes in 
the taxation of public service corporations which will later be 
discussed. 

The most significant feature of the second part of Governor 
Pingree’s program was the creation of a board of state tax com- 
missioners, consisting of three members who were to be chosen 
by the governor with the consent of the Senate for terms of two, 
four, and six years respectively. The full term thereafter was to 
be six years and the salary was to be $2500. This board was given 
considerable powers of supervision over the whole tax system. 
In addition it was instructed to investigate the conditions of cor- 
porate taxation, especially with a view to appraising the proper- 
ties of those corporations which were paying specific taxes. It 
was also to ascertain the rate of ad valorem taxation which would 
yield an amount equal to the specific taxes paid. 

In the early years of its existence the board performed its work 
with vigor and as far as valuations were concerned the results 
were, on the whole, satisfactory.’ In investigating the system of 
corporate taxation the famous ‘“ Cooley-Adams” physical 
appraisal of railroad property was made, and as the result of its 
findings the gross receipts method was abandoned for the ad 
valorem method of taxing certain classes of public service cor- 
porations.* —The assessment was to be made by the board of tax 

1 Public Acts of Michigan, 1899, No. 19. Cf. Hedrick, op. cit., p. 37. Also, 
Pingree v. Altorney-General, 120 Mich. 95. 

2 Constitution of Michigan, Art XIV, § 10. 

3 The Ontario Railroad Commission of 1905 spoke with especial approval of the 
first Michigan Board of State Tax Commissioners. Cf. Report of the Commission on 


Railway Taxation of Ontario, 1906, p. 46. 
4 Public Acts of Michigan, 1901, No. 173. 
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commissioners acting as a state board of assessors. Partly by 
reason of the increased labor involved in this extension of its 
functions and partly because of the appearance, even at this early 
date, of the partisan strife which was later to be so detrimental 
to the board’s work, the number of members was increased to five. 

The popular approval which greeted the board’s work in the 
beginning was diminished by its aggressive policy and strong 
feeling developed against it. So powerful had this opposition 
become by 1905 that the law of 1899 was emasculated and most 
of the really effective powers of supervision and control were 
eliminated, while the membership was reduced to three and the 
appropriations were materially cut down.! Hampered both by 
this policy of financial restriction and by the narrow sphere of 
authority which remained after the legislation of 1905, the board 
steadily lost its grip on tax conditions in the state. In 1909 came 
the beginning of a more liberal policy. The assessment of tele- 
phone and telegraph companies was added to the work of the 
state board of assessors and the governor was made an ex officio 
member of this body.? In 1911 the powers of supervision which 
had been so ruthlessly cut into in 1905 were restored and even 
broadened, so that today the Michigan tax commission is once 
more legally entitled to resume the position of leadership with 
which it was originally endowed.* 

The question naturally arises, why has the board had such a 
checkered career ? The first factor to be mentioned in an exceed- 
ingly complicated situation is that of local sentiment. At the 
outset the board of state tax commissioners was a very popular 
institution, but its good standing lasted only until the realization 
had become statewide that all were expected to pay taxes on the 
same basis. The policy of leveling up assessments toward full 
value, which was vigorously applied in the early reviews con- 
ducted by the board, naturally excited opposition among the 
tax dodgers, a feeling which was fostered by the local assessing 
officers who were being overridden in such a roughshod manner. 


1 Public Acts of Michigan, 1905, No. 281. 
2 Ibid., 1909, No. 49. The provision of an ex officio member is not regarded as 


one of the improvements. 
3 Ibid., 1911, No. 17. 
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The state supervisors’ association,! an organization of the local 
assessors, became a powerful enemy of the board and its work, 
and by 1905 it had become strong enough politically to contribute 
materially to the change.? 

Sharp opposition to the board developed from another quarter, 
the railroads and other corporations which were being assessed 
by it. The whole political strength of these interests was centered 
upon its destruction; but they gained little relief in the changes 
of 1905, a fact which has since transformed the railroads into 
allies of the tax commission in the endeavor to elevate the level 
of general property assessments.’ In one of the early railroad 
cases against the tax commission two members made affidavit 
regarding the ratio of assessed to true value on the basis of which 
the average rate applied to the railroads was computed, and the 
affidavits were used by the complainants in their case.* Public 
suspicion was directed against these officials who were thus felt 
to be betrayers of the people’s trust, though the material of the 
affidavits related simply to the board’s conclusion that, in gen- 


1 The local assessing officer is called the supervisor. 

2 The following set of resolutions illustrates the attitude of local officials toward 
the board. They are dated October, 1903. 

“Whereas: The highest legal authority in the state, the attorney-general, is 
opposing the state tax commission’s methods, in a suit against the railroads, he 
takes the position that the commissioners have not only sympathized with the rail- 
roads, but have gone beyond their official duties to help the railroads in their efforts 
to avoid their full share of taxes. 

“Whereas: The proceedings of the commission in Wayne county indicate very 
plainly that the attorney-general has good ground for his contention, as the com- 
missioners appear to be raising assessments beyond cash value with the purpose of 
lowering the rate of taxation for the railroads. 

“‘ Whereas: Such violation of their oath is a menace to the general and individual 
taxpayer of Wayne county and the State of Michigan and is a contradiction of the 
purposes for which the commission was created, and Whereas, It has become a duty 
and a necessity for the board of supervisors of Wayne county and local assessing 
officers throughout the state to take some action for the protection of their con- 
stituents, therefore be it resolved 

“Resolved: That the county clerk be, and is hereby instructed to transmit 
copies of this resolution to the boards of supervisors of all counties in Michigan, to 
the end that a permanent and effective organization of assessing officers may be 
formed whose obligation will be to secure justice for the general taxpayer.’’ 

3 Cf. below, pp. 312, 313- 

4 Michigan Central v. Auditor-General. Transcript of evidence, pp. 21 ff. 
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eral, property was assessed at about 82.7 per cent of actual cash 
value. 

A third factor which has affected the board’s destiny has been 
political manipulation. Practically all of the earlier appointees 
were selected on purely political grounds, and while some of the 
incumbents of the office have wrought zealously for the state in 
the discharge of their duties, the spoils system has been too prom- 
inent in the process of selection. It is especially unfortunate that 
Michigan governors have persisted in regarding the office in this 
light. The controversy between Governor Osborn and Commis- 
sioner Robert M. Shields in 1912 exposed the strong political feel- 
ing that had grown up between the twomen.! No more certain 
way of destroying absolutely the efficiency and independence of 
the board of state tax commissioners can possibly be devised than 
that of political manipulation. The whole department should be 
placed at once upon the basis of strict efficiency and should be 
judged from that basis. This ideal is being applied by the present 
members of the board in dealing with their own employees. The 
personnel of the commissioners was completely changed in 1911— 
12, and an earnest fight has since been made for the elimination 
of all politics from the department.? The argument for making 
the governor a member of the state board of assessors was that 
the executive head of the state might thus come more directly in 
contact with the assessment process; but it developed in the 
Osborn-Shields controversy that the governor had not attended 
the sessions of the board of assessors and had refused to sign the 
report until assured by the attorney-general that the state could 
not collect the taxes from the public utilities until his signature 
had been affixed.’ 

As would be expected from the above review of its shifting 
fortunes the functions of the Michigan board of tax commissioners 
have varied somewhat in importance. Originally supervision of 
the local officials was the function actually possessed and exer- 
cised, together with the duty of collecting information on certain 

1 Files of Detroit Journal, 1912, passim, especially facsimile of letter from 
Governor Osborn’s campaign manager to Mr. Shields, Jan. 25. 


2 Board of State Tax Commissioners, Report, 1912, p. 6; tbid., 1914, pp. 11, 12. 
3 Detroit Free Press, June 3, 1912. 
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other subjects, chief of which were the valuation of the corpora- 
tions paying specific taxes and preparation of the data to be used 
in the state equalization. With the transition to the ad valorem 
system in 1901 corporate valuation became an important and 
responsible task. The state equalization has continued to be the 
task of a separate state board which has had before it certain 
materials collected and prepared by the board of tax commis- 
sioners. The only relation of the latter to the work of equalization 
has been that of preparing materials. 


THE STATE EQUALIZATION 


Previous to 1g11 the state board of equalization was composed 
of the elective state officers acting ex officio. In this year the 
lieutenant-governor was replaced by the chairman of the board 
of tax commissioners. The representation upon the equalizing 
board of the state department best informed concerning valua- 
tions and assessments is so logical that such delay in making the 
substitution for some elective officer is incomprehensible. The 
state equalization of real and personal property assessments 
occurs only in connection with the appraisal of real estate which 
had been conducted quinquennially previous to 1911, but which 
was thereafter to be performed in every third and fifth year, e. g., 
1914 and 1916. There has been no state equalization of personal 
property in the intermediate years. 

The method used by the board of tax commissioners previous to 
1914 in preparing the materials for the state equalization was the 
collection of information relative to sales of real estate. Theequip- 
ment of the Michigan board for statistical purposes has not been 
as complete as that of the Wisconsin commission, and the sales 
material was not handled in as scientific a manner as by that com- 
mission; but fairly effective precautions were observed against 
the inclusion of improper data and the results were by far the 
most valuable guide to the conditions of real estate assessment 
that existed in the state.1 The sales data were supplemented by 

1 The methods used in preparing the ratios have been described in various places. 


Cf. State Board of Equalization, Report, 1901; Board of State Tax Commissioners, 
Report, 1902, pp. 35-49. It has been the practice to exclude sheriffs’ sales and other 
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appraisals of sample pieces of property which had not been 
recently transferred. The results of the sampling process were 
usually checked by the judgment of local men conversant with 
real estate values and then compared with the assessed valua- 
tion. From these “ pickups,” as they were called, and the sales 
data covering a three-year period, a ratio of assessed to true value 
was computed for each county.! The “‘ pickups ” were given less 
weight in the calculation of the ratio than were the sales data, 
and while the testimony of a former commissioner in the railroad 
case already referred to indicates that different results were ob- 
tained from the two sets of figures he remarked that there was 
“not difference enough to talk about.’ One of the field men 
testified in the same case that at first there had been no special 
effort made to get at least one parcel from each section, but that 
this was later uniformly done. It should be said that the “ pick- 
ups ”’ were used only in those districts in which the volume of 
sales data was insufficient for the construction of a trustworthy 
average. The sales for the three years preceding 1911 aggregated 
over 200,000 transactions. 

The first seven months of 1914 were spent by the new members 
of the tax commission in preparing the report for the state board 
of equalization, and their first move was to discard the sales 
method.* This was done partly on the ground that the vitiating 
elements, such as nominal considerations, unusual motives for 
purchase or sale, sales to non-residents, could not be excluded 
with certainty. These objections really amounted to a confes- 
sion of the inadequacy of the Michigan statistical organization, 
for the Wisconsin tax commission has unquestionably succeeded 
in meeting such difficulties fairly well. Another objection has 
forced transactions; sales to relatives; and all dollar sales in which the true con- 
sideration could not be obtained. In addition the records were scrutinized to dis- 
cover changes in improvements and to note the correspondence of property sold 
and assessed. Cf. Board of State Tax Commissioners, Report, 1900, pp. 61, 62, for 
further description. The system has been somewhat improved since that time. 


1 Michigan Central v. Auditor-General. Transcript of evidence, pp. 112 ff, re- 
marks of Ex-Commissioner Freeman. Cf. also State Board of Equalization, 
Report, 190l. 

2 Michigan Central v. Auditor-General. Transcript of evidence, p. 210. 

3 Board of State Tax Commissioners, Report, 1914, pp. 6-8. 
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greater weight. In 1911 the Michigan board began a thorough 
review of assessments, county by county, and the continuance of 
the sales method meant the use of different methods for different 
counties since the board intended to use its own results in the 
reassessed counties. For the sake of uniformity, therefore, the 
whole state was ‘‘ sampled ”’ and an effort made to construct for 
the unreviewed counties an estimate of true value that would 
approximately coincide with the results in those which had been 
reviewed. In the latter group, comprising eighteen counties, the 
local figures for 1914 were accepted with minor changes. For 
the other counties the quantity of each class of property was com- 
puted from the local assessment roll and samples were taken in 
each district for real estate, tangible personalty, mercantile and 
industrial properties. Public utilities and industrial establish- 
ments were either separately assessed or sampled. The true value 
of securities, credits, and bank stocks was estimated. The ratio of 
assessed to true value for the property sampled was applied to the 
whole quantity of property in order to arrive at the estimated 
aggregate value. Special agents of the commission examined in all 
68,072 parcels of real estate, with a valuation of $161,637,362, or 
17.68 per cent of all assessed real estate in the districts covered. 
They also appraised 9798 lots of personal property, representing 
34.44 per cent of all personalty in the districts investigated. 

The weakness of this plan, it is evident, is the assumption that 
the local assessors had listed all of the property of each class in 
the district. This assumption was doubtless sufficiently correct 
in the case of real estate but it was much more questionable in the 
case of the various forms of personal property. Some of the cau- 
tions that are required in the use of the sales method should be 
observed here also, such as ascertaining exact correspondence of 
the parcel assessed and sampled in each case, and the possible 
inclusion or exclusion of improvements in one appraisal or the 
other. Care should be taken also that the properties selected 


1 The law forbids the local assessor to reduce his figures below those established 
by the commission for a period of three years. The local assessment of 1914 was, 
therefore, at least as high as the commission’s findings in previous review proceed- 
ings. Cf. below, pp. 325, 326. 
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represent fairly all grades of property of the class in the district. 
These and other difficulties suggest that a satisfactory equaliza- 
tion is as difficult by the sampling process as by the sales method, 
but under the circumstances the board probably acted wisely in 
changing its method of procedure. 

The collection of data for the equalization of personal property 
in 1914 was the most complete that had ever been undertaken by 
the Michigan board. The materials accumulated in the various 
reappraisal proceedings afforded a fairly satisfactory basis for 
equalizing certain classes of personal property such as mercantile 
stocks, live stock and some other groups of tangible property. 
Bank stocks were likewise accessible, but the attempt to ascer- 
tain the true amount of moneys and credits was pure guess- 
work. With respect to most classes of property, however, the 
commission’s report to the state board of equalization in 1914 
undoubtedly represented a closer approximation to the true 
quantity and value, and made possible a better state equaliza- 
tion, than had ever been made before. This possibility was 
realized for the state board of equalization complied more closely 
with the recommendations than had been its previous custom. 
Indeed, before the addition of the chairman of the tax commis- 
sion to the state board of equalization in 1911, that body had 
been unaccustomed to make any important use of the data col- 
lected by its expert collaborators. Rather, the sort of material 
to which the board of equalization had apparently given greatest 
weight is that which has filled the pages of its periodical reports, 
viz., the statements by the representatives of the counties. The 
law provides that a hearing shall be given to persons represent- 
ing the counties and it had become a custom for those to be sent 
as representatives who could most vividly describe the unpros- 
perous features of the county’s situation. In the good old days, 
as the commission has put it,! ‘“‘ The occasion for the state equal- 
ization is generally one of days filled with woe and gloom. Mes- 
sengers who are sent from the counties are those who can best 
picture the swamps, barren and unfruitful fields, and who can 
leave the deepest impression of great desolation.”’ 


1 Board of State Tax Commissioners, Report, 1900, p. 44. 
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These exaggerated representations have been of greater weight 
than the tax commission’s calculations in most of the state equali- 
zations since the latter was created. In 1901 the commission 
made an earnest effort to persuade the state board of equalization 
to equalize on the basis of full cash value.! This position was 
sustained by the attorney-general, who pointed out in his ruling 
that the constitutional and statutory requirement of full value 
should be made the basis of the equalization, not only in the 
interests of equity among counties but in order to protect certain 
funds which were supported by levies on the valuation as deter- 
mined by the state board of equalization. In further support of 
its contentions the commission submitted elaborate data regard- 
ing values for both real and personal property; but in spite of 
these efforts it confessed with evident disappointment that the 
equalized valuation was still many millions below the value of 
real and personal property in the state.” 

Evidence of the lack of harmony in 1906 is seen in the follow- 
ing comment, taken at random from the clipping files of the 
tax board: * 

It is said on good authority that the state board of equalization .. . has 
become satisfied of the unreliability of the tax commission’s estimate of 
valuations, and that the commission’s figures have been used only incident- 
ally in making the tentative assessments now under consideration... . 
However conscientious the tax commission may have been in the preparation 
of its estimates, it is claimed that it did not have the necessary force of em- 


ployees to make the required investigations, and that necessarily its esti- 
mates had to be based largely on guesswork. 


Having satisfied its scientific conscience by rejecting, on the 
ground of inadequacy, the only careful attempt at proper valua- 
tions which had been made, the board was then at liberty to turn 
to the time-honored custom of hearing the orators from the 
various counties, on the basis of whose misrepresentations the 
equalization was largely made. 

The presence of the chairman of the board of tax commission- 
ers on the state board of equalization has induced the latter to re- 
ceive the commissioners’ recommendations since 1911 with much 


1 Board of State Tax Commissioners, Report, 1902, pp. 35-49. 
2 Ibid. 3 Iron Mountain Tribune, August 29, 1906. 
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greater respect, though it has not sufficed to secure their accept- 
ance without change. The following table indicates the improve- 
ment that has been effected. It is a grouping of the percentages 
of values as equalized to full values as recommended by the 
commission. In 1906 the equalized valuations covered a wide 
range and a number of counties were equalized at greatly dif- 
ferent percentages of the estimated true value. In 1911 the 


NUMBER OF COUNTIES IN PERCENTAGE Groups REPRESENTING THE RATIO OF 
EQUALIZED TO FULL VALuE! 
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range was still excessive though there was much greater concen- 
tration about the percentages 75-85 per cent of full value. In 
1914 seventy of the eighty-three counties were equalized at 85- 
89.9 per cent of estimated full value. For reasons best known to 
its members the board of equalization scaled down the tax com- 
mission’s figures but the counties were left more nearly in a rela- 
tively equitable position than had ever been the case before, 
although the above figures do not reveal the vicious favoritism 
that was displayed. The average for the state was lowered to 
84 per cent by the singular treatment of Wayne county contain- 
ing the city of Detroit. This county was equalized at 75 per cent 
of the commission’s estimate. Since it contained a total valua- 
tion of $630,613,132, this action was really a discrimination in 
favor of about one-fourth of the entire wealth of the state. The 
representatives from Wayne county made a very strong appeal to 


1 Compiled from data in the Reports of the State Board of Equalization. 
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the board of equalization and attacked with especial severity the 
methods and results of the state tax commission in the city of 
Detroit.! All in all, however, there was a much closer adherence 
to the scale of values recommended by the tax commission in 
1914 than had ever been known before. No sufficient explanation 
appears for theconsistent scaling down of the commission’s recom- 
mendations to approximately 84 per cent of estimated full value. 
The results in 1916 indicate a greater disregard by the board 
of equalization of the tax commission’s figures than in 1914, as 
shown by the use of a lower percentage of full valuation and by 
greater discrimination among the counties. As in 1914 special 
favor was accorded Wayne county, which was equalized at 70.5 
per cent of the tax commission’s estimate of its full value. This 
reduction lowered the percentage of full value for the state as a 
whole to 77.0 per cent. The lower percentage of the commission’s 
estimate of full value was accepted, ostensibly at least, in order 
to prevent an increase of taxes through larger appropriations for 
school purposes. These appropriations are fixed by law as a 
certain levy upon the equalized valuation as established by the 
state board of equalization.? The board proceeded, therefore, to 
equalize in 1916 by distributing the equalized aggregate for 1914 
— $2,800,000,000 — among the counties. The commission’s 
aggregate for 1916 was $3,634,000,000. According to the usual 
practice, more weight was again given to the loose and offhand 
statements of the representatives from the counties than to the 
carefully prepared report of the tax commissioners. The politi- 
cians on the board of equalization probably felt that they should 
-make some display of authority. They certainly had a deeper 
regard for the political strength of the county representatives 
than for the specialized attainments of the tax commission. It is 
evident that they must rely upon advice from some source, for 
they are clearly much less capable of defending or justifying any 
percentage of the commission’s figures that they might have 
chosen than the commission was to uphold its own results after 
the time and labor spent in preparing them; but the choice of 
advisers has been quite unfortunate. 


1 State Board of Equalization, Report, 1914, pp. 131-151.  ? Ibid., 1916, p. 14. 
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One undesirable result of the board’s action was the demoraliz- 
ing effect on the commission’s fight for higher valuations. The 
latter has been working steadily since 1911 for full cash value, 
and in recent years it has made more thorough and drastic use of 
its powers of review and reassessment than any other tax com- 
mission in the United States. Its efforts in this direction were not 
furthered by a general reduction in equalization, one inference 
from which would be that the commission’s figures were in excess 
of full value. 

This summary treatment of the commission’s results must also 
impair the prestige of the latter in the opinion of the general 
public. The newspaper item quoted above! illustrates how 
readily a certain element in the state acclaimed the discomfiture 
of the expert administrator at the hands of the politician. 

From this review of the commission’s share in state equalization 
it is clear enough that the state board of equalization is a super- 
fluous institution and should be abolished.? The board of state 
tax commissioners is now assisting in this function and is the only 
administrative body in the state qualified to exercise it. Formal 
approval of its results by a state board of equalization will do 
neither harm nor good, but the possibilities of obstinacy or 
partizanship offer too serious a menace to be tolerated. 


THE ADMINISTRATION OF CORPORATION TAXES 


As was indicated above, the creation of the board of state tax 
commissioners itself had been, in Michigan as in Wisconsin, the 
result of efforts to subject the corporations to their fair share of 
taxation. Throughout the nineties and even earlier there had been 
general dissatisfaction with the system of corporate taxation and 
the discontent was increased by the greater weight of the taxes 
laid on other property during the years of hard times. In his 
exaugural message Governor Rich had recommended at least 
six new taxes, four of which were to be upon various classes of 
corporations.* Governor Pingree was even more emphatic in his 

1 Cf. above, p. 298. 


2 The tax commission recommended this change in 1914. Report, 1914, p. 33- 
3 Hedrick, op. cit., ch. 3. 
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denunciation of the results achieved under the methods then in 
use. In his inaugural message he said: ! 

The system of taxing earnings began in 1871. It has worked disastrously 
for the state. It is objectionable in many ways. It opens the door for 


fraud, against which the state has no protection. The state is practically 
compelled to accept the reports made to it by the railroad companies. 


The criticisms against the gross earnings system were well 
summed up in the first report of the board of state tax commis- 
sioners.2,. The first objection was that the apportionment of 
earnings to Michigan on a car-mileage basis was unfair to that 
state. Instances were on record in which the average earnings for 
a system were far above the average earnings credited to Michi- 
gan mileage. In the second place there were large sums omitted 
from income owing to the rule of the Interstate Commerce Com- 
mission that only the net balances for car mileage and switching 
charges need be shown. It was estimated that the reported gross 
income was annually reduced millions of dollars by this practice. 
Thirdly, the statute was unjust in that it took no account of the 
differences in operating cost and thus did not affect the roads 
uniformly. Finally, the receipts from this source were too un- 
steady to constitute a reliable feature of the state financial system. 
For all of these reasons the agitation against the gross earnings 
tax was increasingly successful, culminating ultimately in the 
removal of that tax. 

This change was accomplished only slowly, however, notwith- 
standing the dissatisfaction which prevailed. The opponents of 
railroad tax reform were able to defeat immediate changes, even 
in 1899, by substituting the proposal for a tax commission which 
should study conditions and report at the next session of the 
legislature. Similar tactics were being pursued in Wisconsin at 
the same time and for the same purpose,’ but in both states the 
delay was only temporary and the gross earnings system was 
overthrown, largely through the efforts of the respective tax 
commissions. 

1 Inaugural Message of Governor Pingree, 1896. Sen. Jour., p. 53. 


2 Board of State Tax Commissioners, Report, 1900, pp. 143 ff. 
3 Cf. above, p. 239. 
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In furtherance of their obstructionist policy the conservatives 
introduced into the tax commission bill of 1899 a provision for a 
valuation of the corporations paying specific taxes. The equiva- 
lent rate of ad valorem taxation was to be calculated and then the 
specific taxes were to be compared with the taxes paid by other 
property in the state. In fulfillment of this duty the commission 
was finally led, after a thorough examination of the methods then 
in use in the various states for corporate valuation, to adopt the 
physical appraisal. 

The history and details of this famous project are too well 
known to be entered upon here.? Briefly it consisted of a survey 
and valuation of all the physical property by a corps of engineers 
and experts, headed by Professor M. E. Cooley of the Engineer- 
ing School of the University of Michigan. The intangible ele- 
ments of value were appraised by Professor H. C. Adams, for 
many years statistician of the Interstate Commerce Commission. 
The result was the demonstration of the contention which had 
been urged for so long, v7z., that the railroads were paying a much 
lower rate of taxes than other forms of property, though the dif- 
ference was not as great as the advocates of ad valorem taxation 
had expected.? Following this appraisal and the constitutional 
amendment of 1900, a law was passed providing for ad valorem 
taxation of railroads, union station, express, stock car, and equip- 
ment car, companies.* The valuation was to be made by a state 
board of assessors composed of the board of tax commissioners. 
Sleeping car companies were added in 1905 ° and telegraph and 
telephone companies in 1909.6 Notwithstanding the popularity 
of the physical appraisal no trace of its influence is to be found in 
the law itself, which omits all reference to the subject in the 
enumeration of the data prescribed to be compiled by the state 
assessors. 

1 Public Acts of Michigan, 1899, No. 154. 

2 Cf. Board of State Tax Commissioners, Report, 1900, pp. 66-70. Also, Report 
of the United States I ndustrial Commission, 1901, ix, pp. 373-387. 

3 Testimony of H.C. Adams before the Industrial Commission of 1907, ix, p. 381. 

4 Public Acts of Michigan, 1901, No. 173. 


5 Tbid., 1905, No. 282. 
® [bid., 1909, No. 49. 
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The several classes of corporations are required to report 
annually to the state assessors the following general data regard- 
ing every company’s business, the statements to be supported by 
the oath of the president or other leading officer: 

1. Organization data, including name of company, state issuing charter, 

addresses of officers and of the Michigan agents. 

2. Capitalization data, including number of shares with par and market 
value. 

3. Property data, including a detailed statement of personal property, 
with a list of the moneys and credits owned in Michigan on assessment 
day; the real estate and personal property owned outside the state; 
mileage of the system within and without the state. 

4. Financial data, covering the income accounts and balance sheets. 


In addition to the above information, specific provisions are 
devoted to each class of corporations, covering the further details 
to be reported by them. The board of state assessors is em- 
powered to call for any further information which it may desire, 
though in the case of sleeping car companies it is limited to 
requiring further statements relative to the information required 
by the original act. Since the information to be furnished under 
the original act is of a very general character the proper assess- 
ment of these companies is somewhat hampered. 

The physical appraisal has been used for the telegraph and 
telephone companies as well as for the railroads. Its application 
to the first two classes of corporations has involved no principles 
or results which call for special discussion. After noting briefly 
some points which have arisen in the assessment of the other 
classes of corporations, attention will be turned to the important 
topic of railroad appraisal and valuation. 

Sleeping car and express companies are to be valued on the 
mileage basis. The state assessors may fix the value of the cars, 
in the first case, and of the stocks and bonds in the second case, 
according to such data as may be obtained. This valuation for 
the entire system is to be assigned to the state on the mileage 
basis; and it is to be taxed at the average state rate for state 
purposes. The problem of assessing express companies was 
greatly complicated at first by their contention that ocean mileage 
should be included in the distribution of values, though it was 
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admitted that the business done over ocean routes amounted to 
only about one-twentieth of the total business; or, as the ocean 
mileage was three times the railroad mileage, to about one- 
sixtieth of the total business on a mileage basis.! The board of 
assessors labored with this difficulty until 1909, effecting such 
compromises with the companies as it could. In this year an 
amendment was secured authorizing the board to ‘‘ make such 
allowance for such ocean routes of any company as in its judg- 
ment will bring such routes upon a parity with its other routes, 
being guided therein by the relative mileage values and earning 
capacities of such ocean and other routes.” ? Since this amend- 
ment the board has had no difficulty in arriving at a proper 
basis of apportionment of the business between the two kinds 
of mileage. 

Notwithstanding the disposal of this difficulty the question 
may well be raised in Michigan as elsewhere whether the ad 
valorem system provides the ideal method of assessing such 
businesses, practically the whole tangible property of which is of 
such a migratory character. It is very much like “assessing the 
birds ” as the commission’s chief clerk put it, to assign values to 
the business of these companies in any particular state; and 
aside from the difficulty of an effective administration, the prob- 
lem of accurately determining the real taxable capacity of such 
companies is still largely unsettled. 

The methods to be followed in the valuation of railroad prop- 
erty were left practically untouched by the statute except for the 
suggestion that the assessors should be guided by the proportion 
of main track mileage within and without the state. The term 
“‘ property ” was extended, after a considerable struggle in the 
legislature, to include franchises, though “ said franchises (were) 
not to be directly assessed, but (were) to be taken into considera- 
tion in determining the value of other property.’”’ The Cooley- 
Adams appraisal valued the ‘ corporate excess” by capitalizing 
the residuum of net earnings, obtained by deducting from gross 
income suitable allowances for expenses of operation, a fair return 


1 Board of State Tax Commissioners, Report, 1906, pp. 37-40. 
2 Public Acts of Michigan, 1909, No. 49. 
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on the physical investment, and taxes. The combination of the 
physical and the intangible elements of value gave the total. 

At the outset of its experience with an ad valorem tax and 
before the actual work of valuation had begun, the board of tax 
commissioners seemed convinced that the only safe and sound 
method of procedure was by an open and public valuation, per- 
formed by men of such standing and experience ‘‘ that not the 
faintest suspicion would attach to the assessing board or to the 
corporations themselves.” ! So strong was its conviction that it 
added, ‘“‘ Any private office valuation would lead to grave 
charges.” 

The administrative and other difficulties imposed by such an 
ideal program were too great, however, and it was not long ere 
the board was found explaining its failure to adhere to the rules 
of procedure which had been so confidently enunciated before the 
magnitude of the task had been fully realized. Thus, in 1go2, it 
said: ? i 

The definition of cash value is so broad in this state that it necessarily 
includes every element of value, and the conception of the valuation of rail- 
road property that does not include its meaning must be incomplete. It is, 
therefore, the opinion of this board that no one plan may be arbitrarily ap- 


plied, but that each individual property should be subjected to an exami- 
nation covering every possible phase of the question. 


The Ontario Commission on Railway Taxation, who were much 
impressed with the work and results of the Michigan board, 
expressed thus the reasons for this change of method:* 


The Board of Tax Commissioners were themselves compelled to extend 
the range of their basis of valuation until they seemed to cover every known 
method. In the end, as . . . one of the Commissioners stated, ‘‘ When it 
comes to a question of the ultimate valuation of railroads, each member of 
the board has his own opinion.” The result has been that the valuation 
which is actually put upon the railroads is a sort of compromise, which differs 
very materially indeed from the expert valuation of Professors Cooley and 
Adams. Their new method has also compelled the Board of Tax Commis- 
sioners to depart so completely from their original ideal of having the 
grounds of valuation made a public record, that no factor in the valuation of 
the railroads is made public. An aggregate and final valuation is simply 


1 Board of State Tax Commissioners, Report, 1900, p. 64. 
27 01d) AOO2 Dad Le 
3 Report of the Commission on. Railway Taxation of Ontario, 1905, pp. 47, 48. 
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placed upon each railroad by a method which, however conscientious on the 
part of the assessors, neither the railway nor the public is permitted to dis- 
cover. Indeed, one cannot but sympathize with the.perfectly frank admis- 
sion of the board that were they to reveal the grounds of their valuation 
they would simply invite endless criticism and objection on the part of the 
railroads and other corporations which they are required by law to assess. 


The experience which apparently rewarded the efforts of the 
Canadian Commission to discover more detailed information 
with regard to the actual methods used in determining valuations 
has been repeated more recently by the present writer. From all 
of the replies to questions and from all of the statements that 
could be found concerning the methods used, it may safely be 
said that the final figures have been the result of compromises 
among conflicting factors and interests. The Ontario Commission 
ventured the shrewd suspicion that the members of the board 
of assessors did not have a definite policy of railroad valuation, 
and added the very pertinent criticism that ! 

. such a system has the fatal defect of making it impossible for the 
railroads or the public to distinguish between the most accurate and con- 


scientious valuation, and mere ignorant guesswork or quite prejudiced and 
even dishonest returns. 


The view that the usual result has been a compromise is sup- 
ported by the well-known fact that the members of the board have 
generally divided into “high-value”? and “ low-value ”’ men 
through their allowance of varying degrees of importance to dif- 
ferent indicia of value. Not infrequently has the press of the 
state set forth, as among the qualifications of proposed ap- 
pointees, their attitude toward a high valuation of the railroads.? 
The figures for 1903 indicate the presence on the board at that 
time of a majority of “ high-value”? men. The level of this year 
has never again been reached though the assessments have shown 
some advance in recent years.* 

Comparatively little use appears to have been made of the 
Cooley-Adams appraisal in the actual valuation as those figures 
have been allowed to become obsolete. No effort has been made 

1 Report of the Commission on Railway Taxation of Ontario, 1905, p. 53. 


2 Cf. data in the clipping files of the Board. 
3 Cf. figures below, p. 329. 
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to keep them up to date except through such data as the railroads 
themselves have supplied. In 1g10 these data as well as the whole 
method of physical valuation were rejected as being unsatisfac- 
tory and unsuited to Michigan conditions.! The feature most 
criticized was the inclusion of corporate excess when it existed 
and the failure to make a deduction from the physical value when 
a fair profit was not being earned upon the investment. Of the 
one hundred and twenty-three roads assessed, twenty-six had an 
element of corporate excess in 1910 while the remaining ninety- 
seven had none. For the latter group the engineer’s figures were 
taken as the assessed valuation with no deduction for the fact 
that the operations were being conducted at a loss. It should be 
pointed out, however, that the board’s application of an ability- 
to-pay theory to railroads is not in harmony with the spirit of the 
general property tax, under which many other forms of property, 
varying widely in productive capacity, are taxed at the same 
rate and without lawful deductions. In his testimony before the 
Industrial Commission Professor Adams anticipated this objec- 
tion by showing that such reductions below the cost of reproduc- 
tion were not made in the assessment of other property.2 The 
opposition to the physical valuation has disappeared with the 
change of personnel in the board of tax commissioners and in 1914 
a reappraisal of railroad property was recommended, with special 
reference to the use of such data for assessment and taxation pur- 
poses. Two years later the board stated that the basis of the 
system of valuing public utilities was the physical appraisal, but 
inasmuch as this gave reproduction cost and not “‘ cash value,” 
it was necessary to modify this result in the light of the earnings 
of the various companies. This reversion to the former policy 
has been but the application of the full-value idea which the pres- 
ent board has been following in its vigorous review and reassess- 
ment of the other property in the state. The railroads should be 

1 Board of State Tax Commissioners, Report, 1910, pp. 55 ff. Also, R. H. 
Shields, “‘ Railroad Taxation Problems,” in Proceedings of the National Tax Con- 
ference, 1910, pp. 231-241. 

2 Report of the United States Industrial Commission, 1901, ix, p. 381. 


’ Board of State Tax Commissioners, Report, 1914, pp. 38, 39. 
4 Tbid., 1916, pp. 14, 15. 
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put on the same basis of valuation as general property and to this 
end a reappraisal has seemed necessary. 

The problem of equity between the railroads and other prop- 
erty has occasioned much difficulty for the board, which has been 
led by circumstances to deal more leniently with the railroads 
than the facts of actual valuation would seem to warrant. The 
board has held the view that without the compensation of a 
lighter assessment the corporations would have suffered an actual 
injustice. In brief the difficulty has been as follows: 

The state constitution requires that all property which is to be 
assessed by the state board of assessors shall be taxed by a uni- 
form rule, and that “ the rate of taxation on such property shall 
be the rate which the state board of assessors shall ascertain and 
determine is the average rate levied on other property upon which 
ad valorem taxes are assessed for state, county, township, school, 
and municipal purposes.” The board of assessors held this pro- 
vision to be capable of more than one interpretation and in its 
first assessment it took the position that the constitution re- 
quired it to impose the same tax burden upon each class of prop- 
erty.! That is, the board believed that justice required it to 
equalize the assessments of corporate property to the same per- 
centage of full value which had been used by the local assessors in 
listing other property. 

Proceeding on this interpretation, which was strengthened by 
an able opinion from the attorney-general, the board attempted 
in 1902 to equalize between the property taxed under general 
laws and that assessed by the central authorities by raising the 
assessed valuation of the former to the true cash value, according 
to its investigations into the relation of assessed to true value.? 
This lowered the average rate of taxation, based on true value, 
and lessened the amounts which the localities received from the 
corporate properties within their jurisdictions. Suit was brought 
by the Detroit Board of Education for the correction of the assess- 
ment and the state supreme court sustained the complaint, 
ordering a redetermination of the rate.? The principal ground for 

1 Board of State Tax Commissioners, Report, 1902,p.69. * [bid., 1904, pp. 35-37: 


8 Board of Education of Detroit v. Board of State Tax Commissioners, 133 Mich. 
116. 
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the decision was that the law for years had provided for full cash 
value and all of the recent administrative improvements strength- 
ened the assumption that this law was obeyed, an assumption 
which should be accepted in the absence of clear proof of fraudu- 
lent departures from the legal standard of full valuation. This 
was very flimsy ground for such a decision as it was a matter of 
common knowledge, of which the court could hardly escape 
taking judicial cognizance, that, on the average, property was 
not assessed at full value and had not been for many years. 
Every investigation made by the commission had confirmed 
this conclusion, while every efiort that it has been able to make 
thus far points to the impossibility of attaining, under the 
present tax system, perfect assessment of all property at full 
cash value. 

For the purpose of remedying this alleged inequality between 
corporate and other property the legislature passed in 1905 the 
so-called ‘‘ Galbraith law,” which introduced the standard of true 
cash value of general property, as ascertained by the board of tax 
commissioners, as the basis for determining the average rate of 
taxation for corporations.! Though the sole motive of the board 
of assessors seems to have been that of attaining more exact 
justice in the taxation of the two classes of property, this law and 
the first assessment under it called forth a fierce storm of protest 
in which the board was accused of showing favoritism to the rail- 
roads, in determining for them a lower rate than that which was 
imposed upon the poor farmers and merchants. Prompted in part 
by this popular feeling and in part by his own belief that the law 
was unconstitutional, the attorney-general brought a test case to 
the state supreme court. The law was there held void on the 
ground that the constitution required the state assessors to ascer- 
tain the average rate which was actually levied on other property 
and that any attempt to create a fictitious sum to be used as a 
divisor in determining the rate would be clearly inharmonious 
with the true intent of the constitution.” 

1 Public Acts of Michigan, 1905, No. 282. Cf. Board of State Tax Commissioners, 


Report, 1906, pp. 18-24. 
* John E. Bird, Attorney-general v. Board of State Tax Assessors, 143 Mich. 73. 
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Since this decision there has been no opportunity to equalize 
between corporate and other property, except by making such 
allowance in the original assessment as seemed proper in order to 
secure approximate equality of tax burden. The board has per- 
haps been less aggressive in its valuations than it would have been 
had its construction of the constitution prevailed, though it 
would not be officially admitted by any member of the Michigan 
board of assessors that such considerations had been allowed to 
influence the assessment of railroad or other corporate property. 

The state board’s theory of determining the average state tax 
rate would have increased tremendously the significance of the 
methods used by the tax commissioners in ascertaining the per- 
centage of assessed to true value. It would have necessitated a 
better organization of the work of collecting equalization data 
and a far more rigorous scrutiny of that material than has been 
exercised by the Michigan officials. The success of the sales 
method in Wisconsin removes all question that results satisfac- 
tory to both sides can thereby be attained, and the Wisconsin 
practice of equalizing the rate of taxation on corporate property 
centrally assessed is a valuable precedent for the equity of this 
procedure. 

It was the view of the Commission of Inquiry into Taxation, 
however, that such a failure to equalize could not be regarded as 
necessarily inequitable. It pointed out the possibilities of classi- 
fication of property, and cited the oft-instanced argument that 
differences in the rates on various classes of property might be 
necessary to equality.! But in reply it should be said that until 
such a principle has been definitely formulated and approved 
in Michigan, there is no guarantee of justice in such sub rosa 
applications thereof. 

The board of tax commissioners has been working in recent 
years toward another solution of the difficulty. The first steps 
have been taken toward separate taxation of intangibles,? and as 
classification proceeds the tangible property can be placed on the 
duplicate at approximately full value without fear of great dis- 


1 Report of the Commission of Inquiry into Taxation, 1911, Pp. 53. 
2 Public Acts of Michigan, 1911, No. gt. 
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crimination. This is now being done through the exercise of the 
board’s sweeping powers of reassessment, and as the general prop- 
erty of the state is reviewed and materially advanced, the cor- 
porations may fairly also be assessed upon a full value basis. For 
this purpose the board asks authority to make a new physical 
appraisal of railroad property. 

Inasmuch as the ad valorem method was introduced primarily 
for the purpose of increasing corporation taxes, it will be of inter- 
est to see in how far this object has been achieved. The follow- 
ing figures show the relation between the state tax on general 
property and the taxes paid by the railroads. 


State Tax, ToTAL RAILROAD TAXES, AND THE AVERAGE Tax RatTE?! 
(000 OMITTED) 


Average 
Year State tax reed Average Year State tax rf ses 
1898 $2,158 $1,091 Cea 1906 $3,384 $3,409 $16.47 
1899 3,725 1,240 Ryans 1907 4,886 3,650 17.6 
Ig00 62,908 1,356 Pies 1908 4,194 35733 18.01 
I9Or 3,835 1,483 17.49 1909 $,929 4,377 20.67 
Totals $12,629 $5,173 Totals $18,393 $15,169 
1902 2,669 3,288 16.55 1910 4,730 4,347 20.53 
1903 4,003 3,750 LOLOLEN LOLE 10.523 4,372 20.71 
1904 2,958 3,330 16.92 1912 5,472 4,387 20.80 
1905 3,871 Bee eT 17.49 1913 8,591 4,620 21.56 
Totals $13,502 $13,901 Totals $20,296 $17,726 


The most striking fact presented by this table is the steady and 
rapid increase in both the state tax and the taxes upon the rail- 
roads. The quadrennial totals show an advance from 1898-1901 
to 1910-13 of over 60 per cent in the state tax and over 240 per 
cent in the railroad taxes. The latter increase is so great because 
of the relatively low taxes that were paid under the gross earnings 
system, as compared with the later tax burden. In the last 
quadrennial period under the gross earnings tax the contributions 
of the railroads amounted to only 41.7 per cent of the state tax; 
while in the first quadrennial period under the ad valorem system 
the tax receipts from the railroads amounted to 103 per cent of the 
state tax. These facts constituted a perfectly satisfactory expla- 
nation for everyone in the state, with the exception of the rail- 


1 Compiled from the biennial reports of the Board of State Tax Commissioners. 
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road owners, of the soundness of the contentions used as slogans 
in the fight for the ad valorem system. If the railroads were 
being favored under the old system the new method has equalized 
matters, and the principal motive for the change — the relative 
increase of railroad taxes — has certainly been attained. 

The figures for the next quadrennial period, 1906-09, reveal a 
more rapid increase in the state tax than in those paid by the 
corporations centrally assessed. It is unnecessary, of course, that 
the railroad taxes keep pace with the state tax. The slower 
advance of the former is partly accounted for by the fact, already 
explained, that the corporations were being somewhat more 
lightly assessed because of the theories, or scruples, of the state 
board of assessors regarding the equity of the existing methods 
for ascertaining the average rate of taxation. The state expendi- 
tures increased very rapidly after 1905, the annual outlay being 
nearly $5,000,000 greater in 1913 than in 1905. This increase has 
been most marked since 1910 and by 1913 it had carried the vol- 
ume of state tax to such a level that it now appears doubtful if 
the corporation taxes would adequately supply the state needs, 
even with more effective assessment. Since the report of the 
Special Commission of Inquiry, in 1911, there has been little 
sentiment in favor of separation of sources and the above figures 
furnish a strong argument against undertaking such a program, 
so far as the state finances are concerned. 

Another point to be noted is the rather striking periodicity of 
the taxes levied and the average tax rate. The odd years show a 
distinct tendency to higher state taxes and since 1903 this has 
been true also of the railroad taxes, though the variations have 
not been so marked. This fluctuation is a natural resultant of the 
biennial legislative session. The greater flexibility of the ad 
valorem system has steadied the state tax on general property by 
equalizing somewhat the strain of the heavier appropriations. 
Under the specific system the direct state tax must bear the full 
burden of any changes in the volume of appropriations. 

Fully as significant, in some respects, as the more direct finan- 
cial gains here shown, has been the changed attitude of the cor- 
porate interests, especially the railroads, toward tax reform. This 
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transformation does not indicate an outburst of altruism, but 
merely the struggle to escape, or shift, a part of the tax burden. 
After the efforts to lighten this burden by legislative interpreta- 
tion of the constitutional provision for an “ average rate ”’ proved 
unavailing, the railroads resorted to the other alternative — that 
of seeking to compel the local assessors to advance general prop- 
erty assessments to full value. To this end the railroads at one 
time organized an informal railroad tax commission and em- 
ployed a former member of the board of tax commissioners. This 
agent of ‘‘ tax reform for the other person ”’ was able to accom- 
plish but little directly in the way of higher assessments. The 
work of the state board in the collection of sales data was practi- 
cally duplicated, but beyond this little was achieved. And yet, 
the fact that the powerful railroad interests were with, instead of 
against, the tax commission in its own fight for better assessment 
conditions was of material significance in the movement toward 
greater justice in the tax system. Wherever the influence of the 
railroads was capable of influencing local elections and the actions 
of local assessors —— and under the present system of locally 
elected and responsible officials the exertion of such influence has 
been entirely too common — such influence would be used in 
securing the increase of local assessments and in holding up the 
hands of the tax commission in its efforts to secure a full listing of 
all taxable property at full cash value. 


THE ADMINISTRATION OF MINE TAXATION 


The ad valorem method of taxing the mining properties of the 
state was adopted in 1891 as a substitute for the former combina- 
tion of tonnage tax for state purposes and local ad valorem tax.! 
Either the inadequacy of the method or the insufficiency of its 
administration, or both, had given rise to the most general dis- 
satisfaction. To remedy this situation nothing directly was done 
in the reform legislation of 1899, and the only relief possible was 
that which might have come incidentally from the more effective 
supervisory control exercised by the board of tax commissioners 
over the process of local assessment. Even this avenue of ap- 


? Board of State Tax Commissioners, Report, 1900, pp. 54-59. 
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proach to the problem of a proper assessment of the mining 
properties was virtually closed in 1905 by the narrow restriction 
of the board’s power of review.! In consequence the matter of the 
proper assessment of these properties drifted along until ro11z 
when the legislature directed the board to conduct an inventory 
and appraisal of the mines of Michigan.? This dilatory policy, the 
responsibility for which rested in part with a former board,’ did 
much to create enemies among the undiscriminating, as every 
instance of a review of local assessments afforded an opportunity 
for a tirade against the injustice of the mine assessments. The 
newspapers of the period are full of emphatic and at times bitter 
protests against the discrimination which was apparently being 
shown. 

The appraisal of 1911 was made by an expert mining engineer 
and the results were submitted in the form of an extensive and 
comprehensive survey and valuation of the ore and mining prop- 
erty. On the basis of this report the board ordered sweeping 
advances in the assessed valuation of the mines, though in estab- 
lishing the taxable valuations the engineer’s figures were used 
merely as the basis on which more conservative calculations were 
made. Thus, the expert had calculated the existence and extent 
of ore deposits which, though not explored, could nevertheless 
be assumed to exist on the basis of the position of known bodies of 
ore. These ore beds had been valued by the engineer and in- 
cluded in his totals, but the board of tax commissioners rejected 
such indefinite estimates.’ In 1g11 the local assessors, following 
and applying the old methods of assessment, had placed a total 
valuation of $19,623,508 on the iron mines; the expert appraiser 
had valued the same properties at $119,150,000, while the state 
board, revising the local figures in the light of the Finlay appraisal, 
found the taxable property to be worth, for purposes of taxation, 
$85,642,500.° 

1 Cf. below, p. 324. 2 Public Acts of Michigan, 1911, No. 114. 

3 In 1901 the tax board had advised the board of equalization that the assessors’ 
returns on iron mines were correct except in one county. Report, 1902, p. 45. 

4 Appraisal of the Mining Properties of Michigan, 1911, J. R. Finlay, Engineer. 

5 Interview with the Michigan Board of State Tax Commissioners, June, 1912. 

‘Comparative figures from Report of the board, 1912. 
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The inventory and appraisal extended to all of the other more 
important mineral resources of the state,’ though in no other case 
were the amounts involved so large or the ensuing action of the 
board so drastic. In the case of the copper mines the engineer’s 
report made it clear that no increase of assessments was neces- 
sary, as these properties had been assessed for-years on a much 
higher basis than the iron mines. Thus, in 1900, the copper 
mines of Houghton county alone had been assessed at nearly 
three times the total for all of the iron mines of the upper 
peninsula.?, The coal area was found to be irregular, not thor- 
oughly explored, and to have been the scene of many costly fail- 
ures; under proper conditions, however, it constituted a field of 
profitable operations to which the same principles of valuation 
should be applied as to any other mining property. Salt, lime- 
stone, cement, and brick clay deposits were investigated but in 
every case the expert’s verdict was that such resources contributed 
little or nothing to the value of the land and should not be made 
the basis of additional taxes. The salt business was conducted 
so largely as a subsidiary industry in connection with sawmills 
that it was construed not to be a mining industry at all. 

The authorization of a state assessment of mines lapsed after 
one year, but the tax commission has naturally assumed a leading 
part in the subsequent valuation of mining property. Since they 
are acting without authority here, their participation has been 
made possible only by the consent of the mine owners, who have 
realized the inefficiency of the local assessors. The board has 
naturally made the Finlay appraisal of 1911 the basis of its 
subsequent appraisals, making such adaptation as has seemed 
necessary to meet local conditions. Beginning with 1913 the 
state geological survey has supplied the expert assistance neces- 
sary for estimating the tonnage and collecting the other data 
requisite to the appraisal.? It is beyond the scope of this work to 

1 In 1914 the board reported that the copper mines were still assessed at cash 
value. Report, 1914, pp. 14, 15. 

* Finlay, op. cit., pp. 66-82. For a criticism of the Finlay method, cf. Ugiow, 
“Mine Valuation and Assessment,” Wisconsin Geological Survey, Bull. XLI, 914, 


Pp. 33-46. 
5 Board of State Tax Commissioners, Report, 1914, p. 58. 
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enter into a discussion of the principles of mine valuation. The 
subject is complicated and there is wide diversity in the methods 
employed by different tax commissions and mining experts.! 
The method in use in Michigan will, therefore, be only briefly 
stated in order to bring out the relation of the board of tax 
commissioners to the problem of mine valuation. 

The data on mine property and operations are first collected by 
the state geologist, who then visits each mine for the purpose of 
calculating ore reserves and checking other returns that have 
been made. The commission’s preliminary valuations, which are 
based on the recommendations of the expert appraiser, are open 
to the operators who may appear at public hearings and submit 
additional data or arguments relative to the value of their respec- 
tive properties. After these hearings the assessed valuations are 
formally fixed and reported to the local assessors, by whom they 
are placed on the tax rolls. The theory of appraisal under the 
Michigan system is that “‘ the value of an iron mine . . . is the 
present worth of the sum of money representing the calculated 
difference between total receipts from sales of ore and the cost 
of marketing the product based on the entire tonnage which the 
mine may be expected to produce.” * The total tonnage of avail- 
able ore is calculated by the geological expert; the factor of 
profits is found from the financial record of the preceding five 
years; and the interest rate used in capitalization is that which 
experience has found to be necessary to attract capital into the 
mining industry. The results of the appraisals since 1911 are 
shown in the table below: 


Tron MIneE ASSESSMENTS, I911-14% 


Year Valuation Year Valuation 
LOUIE sere nO 55 20,0 755 TOUS an eal $82,534,231 
Hip suacteene — Chefereyprersss) LOUAG een MOL S72, 005 


In 1912 the board was without the expert assistance necessary to 
make a proper appraisal and its figures fell off from those of 1911. 


1 Cf. Discussion in Proceedings of the National Tax Conference, vil, 1913. 

2 Board of State Tax Commissioners, Report, 1914, p. 59. 

3 R. C. Allen, ‘‘ Michigan Iron-Ore Reserves; Method of Appraisal for Taxa- 
tion.” Reprinted from Mining and Engineering World, September 12, 1914. 
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The subsequent improvement registers the advantage to be 
secured from the assistance of experts. 


By means of the administrative machinery the operations and 
results of which have been outlined in the foregoing paragraphs 
it has been possible to improve materially the assessment of the 
main classes of public service corporations and of the more 
important mining properties of the state. There still remain out- 
side the fold of centralized administration, however, certain 
classes of public service corporations as well as the whole field of 
private corporations, the operations of some of which are sufh- 
ciently extensive and important to suggest placing them under 
the jurisdiction of the state board for assessment purposes. Of 
the so-called public service corporations the assessment of which 
should be centralized at once, the more important are the inter- 
urban lines, the street railways, and the hydro-electric companies. 
In many cases the lines of the larger concerns extend over several 
tax districts, forming a single profit-producing plant which can be 
valued properly only when regarded as a unit. Yet the assess- 
ment of these plants is still performed in the antiquated and 
entirely inadequate fashion of a piecemeal valuation of the tan- 
gible property in each district by the local assessor. The wisdom 
of central assessment of these corporations is slowly being 
realized over the country, and a considerable development of the 
principle of centralized assessment may be expected within the 
next few years. Such a policy has frequently been recommended 
by the Michigan board but thus far without success. 

The Special Commission of Inquiry of 1911 proposed a plan of 
central assessment for private corporations, which included 
central control of accounting systems and very elaborate returns 
to the state authority.1_ The present board of tax commissioners 
recommends that all corporations doing business in the state be 
required to make reports to the central board, but does not go so 
far as to suggest central assessment.? The data in the proposed 
reports are presumably to be used by the local assessors and in 
review proceedings by the board itself. 


1 Report of the Commission of Inquiry into Taxation, 1911, pp. 47, 48. 
* Board of State Tax Commissioners, Report, 1912, pp. 27, 28. Ibid., 1916, pp- 
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CENTRAL SUPERVISION OF THE LOCAL OFFICIALS 


As already indicated the duty of supervision was the one posi- 
tive function conferred upon the board of tax commissioners by 
the original act, in contrast with the various lines of advisory 
investigation which were later to develop into important duties. 
The supervisory authority conferred involved in its exercise both 
advisory and mandatory relations with the local officials and in 
each of these directions the work of the Michigan board has been 
important, though the results have only confirmed the experience 
of other states that more effective control over the local assess- 
ment process is essential. The relations of the state board to the 
local officials have been threefold in character — instructive, 
constructive, and corrective. By the first is meant the various 
ways in which the board has been a source of information for 
the assessors in their work; by the second the actual constructive 
work which has been performed by the board to assist the 
assessors in discovering, valuing, and listing property; and by 
the third the corrective powers exercised through reviews, 
reassessments, and removal of officials. 

The educational work of the board was conducted, until 1913, 
along the conventional lines followed by tax commissions in 
other states. One of these has been the annual visit to each 
county as required by law. The board has recently condemned 
the compulsory routine of visits and has recommended that it be 
given liberty instead to concentrate its energy and attention each 
year in the counties most in need of visitation.? In the absence of 
county conventions of the local officials with compulsory attend- 
ance the present plan of an annual tour of the counties can be of 
little value as there is no possibility of meeting personally each 
township assessor in these necessarily hasty calls, to say nothing 
of making an adequate inspection of their work. Such inspections 
27, 28. The board again suggests authority to compile data from the private cor- 
porations which would enable it to “suggest to an assessing officer the proper 
assessment when called upon to do so.” 


1 Cf. above, p. 290. 
2 Board of State Tax Commissioners, Report, 1912, p. 30. In its reviews the 


board has pursued this policy. 
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would be practically worthless anyway as a basis of judging the 
character of the work done without an examination of a consider- 
able proportion of the property in the district, and of this there 
could be no pretense. 

A new spirit was introduced through the change of personnel in 
rg11—12 and a further extension of the board’s supervisory powers 
in 1913.! The board understood this legislation to mean a popular 
demand for state-wide enforcement of the full value rule of assess- 
ment, and it rightly assumed that public opinion would endorse 
and sustain any businesslike program for hastening the work of 
placing assessments at full value. Accordingly it changed its 
whole attitude toward the local officials. A plan of state-wide 
codperation with the latter was announced, a new “ assessor’s 
manual ” was published, and a pamphlet on “ cash value assess- 
ments ” was issued for wider circulation. The new manual is 
entirely free from dry legal chaff and is filled with helpful sug- 
gestions and advice for the assessor. It is a really valuable manual 
on assessment practice. The pamphlet outlined the board’s plan 
of codperation, explained the benefits to be had from full value 
assessments, and assured the people at large of the board’s cheer- 
ful determination to enforce the law. This wholesome program 
had a bracing effect upon public opinion, which quite generally 
rallied to the board’s support. 

The constructive phase of the board’s supervision represents a 
more extensive attempt than has been made in any other state, 
with the possible exception of Massachusetts, to collect data for 
the assistance of the local officials. That the results have been no 
greater is strong evidence of the inefficiency of the tax system 
under which the administration has worked. The data collected 
have pertained to several of the more elusive classes of personal 
property, the failure to list which has been the source of much of 
the mischief in the local administration of the general property 
tax. The largest task undertaken in this connection has been, of 
course, the valuation of the iron mines. These are legally asses- 
sable by the local assessor but the process has virtually been 
transformed into a state assessment. 


1 Public Acts of Michigan, 1913, No. 153. 
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Aside from the mines, the board’s principal constructive work 
has been in the search for certain forms of personal property. 
The most extensive compilation of material of this sort has been 
that of the data relating to mortgages which were taxed under the 
general property tax previous to 1911. The local registers of 
deeds were the active agents in compiling this information, which 
included the names of the parties, name and residence of the 
owner of the mortgage, the amount unpaid, and the amount 
assessable for the current year.! These data were classified and 
sent out to the assessors who were expected to use them in obtain- 
ing a more complete assessment of mortgage credits. The total 
mortgage assessment of 1899 did not exceed $10,000,000, and in 
the first two years the board discovered and placed on the tax 
rolls more than $45,000,000 of additional mortgages. The 
governor’s action in vetoing a bill for the exemption of all mort- 
gage credits was approved by the board, not only because of the 
impossibility of reconciling its provisions relating to railroad 
mortgages with the system of railroad taxation recently intro- 
duced, but also because of its disapproval of the general policy of 
mortgage credit exemption.? The success of the first few years of 
central supervision may have led the board to believe that such 
property could be successfully listed under centralized adminis- 
tration. Such an expectation could hardly have been realized, 
judging from general experience; and the facts show that it was 
not realized in Michigan. This is seen from the following state- 
ment of the mortgages returned for taxation in Michigan since 


IQOT. 
MortTcacE CREDITS ASSESSED IN MICHIGAN, Igo1—-11 8 

Year Amount Year Amount Year Amount 

Igor.... $55,250,106 1905.... $47,514,678 1909.... $42,524,594 

I902.... 56,681,305 I906.... 48,144,334 TOLOnae: era 

1903..-. 53,583,526 I907.... 46,684,549 TOLD) 305145;500 

TOOARy ie =e 2,702,021 I908.... 44,341,263 


1 The system is described in Board of State Tax Commissioners, Report, 1902, 
P. 34; ibid., 1908, pp. 14-24. 

® Ibid., 1902, pp. 34, 35- 

3 From data in the biennial reports of the Board of Tax Commissioners. The 
figures for 1910 are not available. There is no evidence of a decline in the total 
mortgages in the state. The amount of mortgage debt on farms occupied by their 
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The board accounted for the steady decline after 1902 in 
various ways, such as the removal of owners from the state, 
cancellation and investment in other forms of property, and an 
assignment of the mortgage to non-residents with an unrecorded 
reassignment back to the resident owner.! In the effort to locate 
Michigan capital invested outside the state the board in 1905-06 
extended its investigation of the ownership of mortgage credits 
into neighboring states.2 These inquiries covered the counties 
adjoining the state line in Ohio, Indiana, and Wisconsin; and one 
county in Minnesota, Iowa, and New York, respectively. The 
total face value of the mortgages thus discovered was $3,173,486, 
indicating a tendency to borrow outside the state. In his study of 
mortgage taxation for the Wisconsin tax commission, Professor 
T. S. Adams concluded that the conditions of mortgage taxation 
in Michigan were furthering this resort to lenders outside the 
state.? The conditions referred to were the vigorous efforts which 
were being made by the board to locate and assess all taxable 
mortgage credits. Further efforts in this direction were aban- 
doned in 1911, and a mortgage registry tax, modelled after the 
New York law, was substituted for the uniform rule.t The 
administration of this registry tax is largely in the hands of the 
county officials, and the only duty imposed upon the state board 
is the apportionment of the tax upon mortgages covering prop- 
erty within and without the state. In making this determination 
the board is to consider only the value of the tangible property 
covered by the mortgage, due regard being given also to prior 
incumbrances thereon. In 1914 the board condemned the prin- 
ciple of a registry tax and suggested the substitution of a special 
annual tax on all intangibles other than the stocks of corporations 
and banks. The present law was declared to be an expedient for 
exempting secured debts while it left unsecured debts, bank 
deposits, and other credits subject to the high rates of the general 
owners in 1890 was $64,414,986, and in 1910, $75,997,030. Cf. 13th Census, V, p. 
166. 

1 Board of State Tax Commissioners, Report, 1908, p. 22. 

2 Tbid., pp. 14, 15. 

3 Wisconsin Tax Commission, Report, 1907, p. 314. 

4 Public Acts of Michigan, 1911, No. 91. 
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property tax. Reasonable classification of property was advised, 
though no definite program was offered. 

In addition to the mortgage data, information relating to 
several other classes of personalty has been collected and distrib- 
uted to the assessing officers, though with but little better 
results than had attended the efforts to secure a larger return of 
mortgages. Especial attention was given to “ vessel property,” 
the records of which at the Michigan ports of entry were checked 
each year just previous to the date of assessment and distributed 
to the local officials. Similarly, the returns of personal property 
made in probating the estates of decedents and by corporations 
claiming a domicile within the state have been scrutinized and 
the information so received has been classified and distributed to 
the districts where such property would be taxable. These reports 
on the taxable property of corporations show the amount of capi- 
tal stock, the value of the real estate, and personal chattels, 
credits and debts, and the assessed value of the personal prop- 
erty.2, More than 6000 of these reports are prepared annually. 
The book value of bank stock is likewise compiled and distributed. 
All of this information would be of the highest value to the earnest 
and conscientious assessor but it might be neglected altogether 
by the careless or indifferent one. Previous to 1911 the board had 
no power to compel its use or to force from the assessor an expla- 
nation of his failure to list the taxable property thus shown to 
exist in his district. The board’s records of personal property 
assessments do not contain figures sufficiently detailed to permit 
one to ascertain the exact condition of local personalty assess- 
ments. It may safely be said, however, that Michigan offers no 
exception to the general results of the attempt to tax personal 
property under the uniform rule. The Commission of Inquiry of 
rg11 asserted that corporate tangible personalty was grossly 
underassessed in many districts and it concluded that the prob- 
lem demanded a more effective centralization of the machinery 
of assessment. 

1 Board of State Tax Commissioners, Report, 1914, p. 48. 


2 Thid., 1912, p. 13. 
3 Report of the Commission of Inquiry into Taxation, 1911, p. 31. 
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Of the three phases of supervisory activity that of correction 
is most important. In every state there is undoubtedly much to 
be gained through an extension of the educational and construc- 
tive relations between central and local officials and with the 
growth of the central department, possessing many facilities for 
the accumulation of valuable data, these forms of supervision will 
undoubtedly expand in importance. But much of the progress of 
this sort will be worthless unless there exists also the power to 
correct improper tendencies, to discipline local officials if neces- 
sary, and to prevent distracting local influences from taking 
possession of the assessor. 

The Michigan board of tax commissioners now has extensive 
corrective powers. It may prefer charges against any delinquent 
or negligent local official to the governor, with whom the final 
removal power rests. No officials have actually been removed 
under this provision but in the pamphlet of 1914 the board serves 
fair warning that its powers in this respect will be vigorously used 
when necessary. 

The powers of review and reassessment have been the center of 
much of the contention which has raged around the board almost 
from its origin. The act of 1899 gave the board authority to hear 
complaints concerning inadequate or fraudulent assessment of 
property and to take such proceedings as would correct the in- 
equalities complained of, if found to exist. Under this provision 
the right of review was restricted to complaints and to the prop- 
erty complained of; but the board’s policy in acting on complaints 
in the first years of its existence was so strenuous that in 1905 the 
power of review was restricted to those complaints which were 
made by a taxpayer resident in the district in which the assess- 
ment complained of had been made. The protection afforded 
by this change became the source of numerous discriminations 
by local officials against the property of non-residents, for 
whom no relief was possible except through tedious and expensive 
litigation. 

This obviously unjust feature of the power of review was 
retained until 1909 when an amendment restored the right of 


1 Board of State Tax Commissioners, Report, 1906, pp. 9-11. 
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appeal to any taxpayer, irrespective of his residence or the loca- 
tion of his property. The ambiguous language of the amendment 
of 1909 made possible the interpretation that the board had been 
empowered to initiate reviews on its own motion. The attorney- 
general ruled in support of this view and his construction was 
sustained in rg11 by an amendment which gave the board power 
to initiate a review and reassessment of any property, or of a 
whole district. It was further provided that after a valuation 
had been placed upon a property or a district in the course of a 
review, the local assessor could not reduce that valuation for 
three years except by the written consent of the state board. 
This measure indicates a growing lack of faith in the ability of 
the local assessor to withstand the assaults of special interests and 
is significant in its transfer of responsibility to the central author- 
ity. The law was amended again in 1913 and renewed emphasis 
was laid upon the board’s duty of enforcing the standard of cash 
value assessments. Practically unlimited power of review and 
correction was given and the duty of initiating removal proceed- 
ings against delinquent or negligent officials was again plainly 
stated. 

These enlarged powers brought corresponding energy and 
aggressiveness and the board is again displaying the vigor and 
zest that marked its work previous to 1905, before the prospect 
of its dwindling powers had left it apathetic and anaemic. A very 
energetic, and on the whole, successful campaign for state-wide 
elevation of assessments has been conducted. This was begun in 
rg11 in a series of county reviews. Under the three-year rule the 
commission was able to hold these counties in line while it pro- 
ceeded to review and increase others. The iron counties were 
first reviewed on the request of the mine owners that other prop- 
erty in those counties be assessed on the same basis as the mines. 
In three years the board had reviewed twenty-five counties and 
has brought most classes of property therein substantially to full 
cash value. In 1914 a general movement toward full value for 
the entire state was launched, the preliminary educational cam- 


1 Board of State Tax Commissioners, Report, 1910, pp. 22-24; also, Public Acts 
of Michigan, 1911, No. 17. 
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paign of which has been described. Conferences were held in thirty 
counties in 1914 and a force of special examiners was sent out to 
instruct and assist assessors. These examiners assessed the public 
utilities and large private corporations. 

This program has been steadily pushed forward and in 1916 
only fifteen counties, all small and unimportant, and that part of 
Wayne county outside of Detroit, remained to be reviewed. The 
staff of special examiners has been kept at work in collaboration 
with the local assessors and in collecting data with which to 
check the local returns. In the counties reviewed in 1914 the 
board’s agents examined independently 17 per cent of the real 
property and 34 per cent of the personal property as returned by 
the assessors. 

The first result of this state-wide readjustment of assessed 
values has been a very rapid increase in the aggregate valuation. 
The total assessment of property since 1912 is here given: ! 


ToTaL ASSESSMENT OF PROPERTY IN MICHIGAN, AS EQUALIZED, 1912-17 


Igi2....... $1,898,100,000 IQI5....... $2,765,400,000 
TOS eee 2,078,700,000 TORO) near 2,968, 200,000 
MOLAM earn 2,345, 700,000 TOL ae eee 3,625,800,000 


This is a remarkable result, involving as it does the addition of 
$1,727,700,000 to the tax duplicate, or an increase of almost 100 
per cent in five years. It is an indication of what effective admin- 
istration can accomplish when it has the support of public senti- 
ment in its undertaking. The people of Michigan were willing to 
stand for full value assessment and the board of tax commis- 
sioners received general support in its state-wide review. This 
alternative was a very much better choice than any percentage 
basis of assessment. The results in Michigan suggest what might 
have been accomplished in Minnesota and Washington if a 
similar state-wide review of assessments and increase to full value 
had been decided upon.? 

Another result, and one which will reveal the vital interest 
which the average taxpayer has in full value assessment, is the 


1 Board of State Tax Commissioners, Report, 1916, p. 23. 
2 Cf. below, chs. 11 and 12. 
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effect on tax rates. In ten counties not yet reviewed the tax rates 
in 1915 ranged from $31.78 to $58.84 per $1000. In the ten coun- 
ties having the lowest rates in 1915 the range was from $10.95 to 
$14.72 per $1000. More significant still, had the second group of 
ten counties not been reviewed by the board of tax commis- 
sioners, the tax rates would have been more than double those 
which were established after the final review. Similar, and even 
more striking results were obtained in the tax rates of townships 
by the intracounty reviews conducted by the board. 

The board concluded the discussion of this topic in 1916 by pre- 
dicting that on December 1, 1917, all property subject to the 
general property tax would be on the assessment rolls at full cash 
value.? One need not be held lacking in appreciation of the note- 
worthy achievements of the Michigan board in the last five years, 
who expresses some doubt over this prophecy. Even the lower 
range of county tax rates for 1915 indicates clearly the fate of the 
owner of intangible property if this property is listed. With those 
as the minimum rates after such a drastic review as the greater 
part of the state has received, it seems highly improbable that 
any large part of the intangible property of the state has been 
listed, even by these thorough methods. 

One of the recommendations proposed by the board indicates 
that the above criticism is admitted. In order to reach “‘ much 
property now escaping taxation altogether or paying an incon- 
siderable sum,” the board recommended the adoption of a con- 
stitutional amendment which would permit classification of 
tangibles and the levy of a tax on the income from intangibles.’ 
If these changes are introduced, with the provisions for central 


1 The ten counties, with the rates before and after review by the board, were: 


Rate Rate 
County before review after review 

MOM. s-ee aa odes teda ute $22.05 per $1,000 $10.05 per $1,000 
SantlaG nrc sic naire epee. 30.47 12.25 

uote caek on one nae ce L754, & 12.54 “ i 
Clintons. ou) dase cies eet 21.22 s 12.69 “ 
Allezaniesori ew aakiucmencre ements 22.58 “ « 13:50 “ 4 
GrAPIOU Aa ie oe ic tina areas 26.79 “ iS 13.98 “ os 
Hilisdales Selatan} 22.55 “ & 14.09 “ # 
SER sep hvunam ete weoue haere: 25.07 “ ¥ Sato, es & 
Wend wees eitreceatsic rer anne nee 20.31 “ = TAs35) i 
Batryee oo ets ba tora 24.40 “ & 14.72 * Ms 


Board of State Tax Commissioners, Report, 1916, p. 25. 
2 Tbut., Dp. 25. 3 Tbid., pp. 33) 34- 
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administration which modern experience has proved desirable, 
there is every reason to expect that they will operate successfully 
in Michigan. The board of state tax commissioners has recently 
displayed such a commendable enterprise, vigor, and capacity in 
its administration of the tax system that it can safely be trusted 
with the direction of these new forms of taxation. 


RECOMMENDATIONS 


The duty of studying the tax laws and recommending improve- 
ments promises to become, in all of the states, one of the most 
fruitful of the functions exercised by the tax commission. The 
popular mind works slowly at times, especially when the inertia 
of custom, precedent, and ignorance must be overcome. No 
greater responsibility has been laid upon the leaders of tax 
administration in any state than the guidance of public sentiment 
along the path of genuine tax reform, avoiding the dangers of 
extremes of every sort. The recommendations of the Michigan 
board have not always commanded the attention of the state, 
because of the variable position in the public confidence which 
the board has held. 

The principal recommendations in recent years have been the 
following: ! 


1. The classification of tangibles and a tax on the income from in- 
tangibles. 

2. Statements from all corporations doing business in the state to the 
board of tax commissioners. 

3. Reports from banks showing all real estate owned with assessed 
value of same. 

4. Central assessment of all local utilities extending through more than 
one district. 

5. Abolition of separate state board of equalization. 

6. Limitation of tax rates. 

7. Substitution of the county as the assessment unit, with a county as- 
sessor in charge, appointed by the board. 

8. Statement of true consideration in deeds. 

9. Reappraisal of railroad property for purposes of taxation. 

to. Collection of the cost of reassessment and review from the tax dis- 

tricts concerned. 


* Board of State Tax Commissioners, Report, 1914, Pp. 47-57; ibid., 1916, pp. 
27-34. 
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APPENDIX A, CHAPTER IX 


EQUALIZED VALUATION OF MICHIGAN RAILROADS, 1899-1915 


Year Valuation Year Valuation 
TS9Q. 0-2 =.2- 180,511,535 TOOS se seve uy: $207,305 ,000 
eee, Ae TOQOOMes seta O4;500 
MQO2s eda dave 198,641,000 TOLOw es te 2h, 7,10,000 
TOOS i aeaseiie ss) 2222200,000 MO'igGoseocoon  Paeritells tere) 
TOOAS Seve he in 196,795,000 LOR UAE corer GO 210,884,500 
THOS ee cs sede 202,651,000 TOUS aarti 214,300,500 
TOOO name ais) 207,008,000. LOQUA Aree eye aeajr 
TOO Je ae ee 207,180,500 TOUS iAcsee cans 211,112,000 


1 Figures not published. 


CHAPTER X 


THE STATE TAX COMMISSIONER OF WEST VIRGINIA 


Tue tax system of the new state of West Virginia was modelled 
upon that in force in Virginia before the separation occurred.’ It 
consisted of the general property tax, supplemented by a mass of 
license and other special taxes. The administration of these taxes 
in West Virginia was at first wholly local; some experiments in 
central administration were undertaken at different times, but 
the first important step in this direction was taken in 1882, when 
the board of public works was placed in charge of the state 
equalization and of the assessment of railroads. Under the 
system originally adopted, real estate was reappraised at ir- 
regular intervals by special assessment commissioners appointed 
for each tax district by the boards of county supervisors.? 
There was no state equalization of these reappraisals until 1875, 
when the governor was authorized to appoint a board of three 
commissioners for the purpose.* A plan of self-assessment of rail- 
roads, under central direction, was introduced by the code of 
1868, but the provision for central correction of the returns was 
exceedingly awkward and inefficient. The administrative 
changes of 1882, together with the revision of the law for railroad 
taxation, offered in theory the opportunity for a considerable 
improvement in tax administration. But the board of public 
works was an ex officio body consisting of the elective state 
officers; and under its administration very little gain was made.*® 

1 Cf. Laws of West Virginia, 1863, ch. 118, and Code of Virginia, 1860, Tit. 12, 
Colne, Big 

2 Laws of West Virginia, 1866, ch. 51. Sobid S75. ChasAc 

4 Code of West Virginia, 1868, ch. 29, § 67. 

5 E. g., the special commission of 1902 said: ‘‘ Nothing has been more produc- 
tive of dissatisfaction or of useless expense than the several reassessments of real 
estate . . . with the attendant attempts to get relief from them by means of state 
boards of equalization.” Final Report of the Commission to revise the Tax Laws, 
1902, p. 8. 
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It was a foregone conclusion that the locally administered 
general property tax would cause trouble; but it is rather sur- 
prising to find a special commission of investigation appearing as 
early as 1884.1 The report of this commission has become widely 
known because of its emphasis upon the conditions of personal 
property assessments, and its conclusions are evidence of the 
insight of its members into the real state of affairs. The pre- 
liminary report proposed that intangible property be exempted 
if a full and complete assessment were not possible. The com- 
mission believed, however, that a full assessment of such property 
was possible if the assessor could be held strictly to his task, and 
the logical conclusion from this view — central supervision of 
local assessments — was unhesitatingly recommended. 

No action was taken upon these proposals, which were exceed- 
ingly advanced for the time, and eighteen years elapsed before the 
tax situation was again investigated. In 1902 a second special tax 
commission, appointed to revise the tax laws, reported in favor 
of central supervision ? and upon the basis of its recommendations 
the legislature in 1904 adopted a number of changes in the tax 
laws, of which the more important were the following: * 


1. Creation of the office of state tax commissioner; 


2. Assessment of railroad, telegraph, telephone and pipe line 
companies by the board of public works; 


3. A series of changes which were to become effective on 

January 1, 1909. These were: 

(a) Annual assessment of all property, including real 
estate, at its true and actual value; 

(b) Local election of a county assessor in each county, 
for a four-year term; 

(c) Review of assessments by the assessor and his assist- 
ants, the number of which was to be determined 
by the population of the several counties. 


1 Reviewed by Chapman, oP. cit., pp. 64-66. Final report signed by only one 
member. 

2 Report of the Commission to revise the Tax Laws, 1902, p. 49. 

3 Code of West Virginia, ch. 29. 
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This new legislation was not carefully thought out, and at 
almost every session until 1909 the chapter on taxation was 
rewritten, though not all of the defects were removed in the suc- 
cessive revisions. In 1905 express and private car companies, and 
railroad bridge companies charging separate tolls, were added to 
the list of corporations centrally assessed.! In 1907 the board of 
public works was required to appoint a board of three persons in 
each county who were to act instead of the boards of assessors 
as a county board of review.” These appointees were to serve for 
six years unless removed by the board. On the other hand, no 
state equalization of the annua! assessments was provided. The 
board of public works, an ex officio body, was made the real ad- 
ministrative head of the tax system, in the face of the experience 
of the preceding twenty years. The new tax commissioner was rel- 
egated to the position of expert agent who was to assist in the col- 
lection of data for the central assessment and who might, at the 
invitation of the board or the governor, attend the meetings of the 
former and assist in its deliberations upon assessment and revenue 
matters. The only original jurisdiction of significance that was 
given him was the supervision of local assessments and here, as 
will be seen, his powers were inadequate to secure material 
improvement.‘ In order to bridge the interim to 1909, a final 
reassessment of real estate was ordered for 1905, under the direc- 
tion of the tax commissioner.® The results of this reappraisal will 
be discussed below.*® 


THE ADMINISTRATION OF CORPORATION TAXES 


The first law for the taxation of railroads, in 1863, simply 
required the railroads to apportion all of their property in the 
state, including rolling stock and moneys and credits, to the 
several counties where it was to be assessed by the county asses- 
sors.’ In 1868 these returns were to be made to the state auditor, 

1 Laws of West Virginia, 1905, ch. 35. 

2 [bid., 1907, ch. 80. 

3 Ibid., 1904, ch. 4. Cf. above, p. 57, for the New York plan of 1859. 

* Cf. below, pp. 338-340. 

> Laws of West Virginia, 1904, ch. 15. 

§ Cf. below, pp. 341, 342. T Laws of West Virginia, 1863, ch. 118. 
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who was to lay them before the board of public works.! If this 
body were satisfied with the self-imposed assessment it ordered 
the certification to the tax districts; if not, it was to create a 
special commission consisting of one person from each congres- 
sional district, which was to correct the assessment. No one was 
to be appointed from a county containing a railroad. These 
commissioners were to be paid $3.00 per day and five cents per 
mile for expenses. Their decision was final. In 1882 the board of 
public works was put in complete charge of the assessment and a 
much more elaborate return was required of the railroads.2, Under 
proper administration this new law would have permitted a fairly 
effective ad valorem assessment, but the board failed to use its 
opportunity and continued to make a piecemeal valuation of the 
property in each county. The tax commissioner stated in 1906 
that railroads, like all other property, had always been assessed 
at much less than full value.’ 

Under the law of 1904 the corporations subject to the state 
assessment were to make certain returns to the tax commissioner 
upon blanks provided by him. These statements were to include 
the usual information regarding the history and general organiza- 
tion of the corporation, and a detailed list of the physical prop- 
erty owned and used in the business. The forms which the tax 
commissioner has developed are quite satisfactory but the law is 
in need of a careful revision. The principal defects of the latter 
have always been the excessive emphasis upon the company’s 
distribution of its property by counties and the requirement that 
the board shall “‘ assess and fix the true and actual value of all 
property (of each corporation) in each county . . . in which any 
property to be assessed is.” While the probable intent of this 
provision was simply to secure a distribution of the final valua- 
tion to the counties on some equitable basis, the railroads con- 
tended that the intention was to perpetuate the old piecemeal 
valuation. This view was not sustained by the courts but the 
railroad argument is evidence of the earlier methods of the board 
of public works. 


1 Code of West Virginia, 1868, ch. 29, § 67. 2 Tbid., 1882, ch. 161. 
3 State Tax Commissioner of West Virginia, Report, 1906, p. 29. 
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Though this board is nominally in charge of the corporation 
assessments and certifies the official assessments to the counties, 
the actual task of valuation has been performed by the tax com- 
missioner in so far as any material revision or correction of the 
returns has been undertaken. The methods followed by the tax 
commissioner have been a combination of the cost of reproduc- 
tion, the capitalization of earnings, and the stock and bond mar- 
ket values; and in addition, the consideration of “‘ every element 
and condition which added to or detracted from the supposed 
value.” ! There has been no effort at a physical appraisal of cor- 
porate property and all calcuiations of the cost of the existing 
properties have necessarily been based upon the statements of the 
companies themselves. Obviously, reliable estimates of cost 
could hardly be made on the basis of figures from this source, 
unsupported by independent investigations. The tendency in 
recent years has been to place increasing reliance upon the 
capitalization of net earnings at 6 per cent, and in the absence of 
net earnings, to use the stock and bond valuation as a criterion of 
the investment in the property.? 

The principle of the unit valuation was immediately contested 
by the railroads. By common consent the appeal of the Balti- 
more and Ohio Railroad Company was made a test case, and 
hearings were arranged before certain of the various county courts 
before which the company was entitled to appeal. The unit rule 
and the results obtained from it were unanimously sustained.* 
This company had valued its property in the several counties 
through which it operated at $17,081,273, but the assessed valua- 
tion of the Baltimore and Ohio Railroad Company in West 
Virginia was fixed at $79,981,749. The data upon which this 
advance was made are not available except as they are described 
in the general language of the first report, above referred to. 
The net earnings assigned to West Virginia for 1906 were $5,494,- 


1 State Tax Commissioner of West Virginia, Report, 1906, p. 20. 

* Interview with ex-Conmissioner T. C. Townsend, April, ro1t. 

’ The corporation may appeal to the circuit court of each county against the 
assessment of its property in that county. 

‘ The briefs and arguments in this case are published as Circuit Court Reports, i, 
1907. 
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094. On a 6 per cent basis this would give a valuation of more 
than $90,000,000, and in view of this fact the judges were im- 
pressed with the reasonableness of the tax commissioner’s valua- 
tion. The officials of the company attempted to rebut this 
conclusion by emphasizing the misleading character of the 
statement of net earnings for West Virginia. One company 
official, in his testimony, said: ‘‘ The actual figures lie somewhere 
between three and a half and four millions, net, probably four 
millions.” This leads to the suspicion that the company was 
padding the West Virginia statement of net earnings in order to 
reduce the showing in other states, a practice in which it would 
have been encouraged by the easy-going methods of the board of 
public works. The judges exposed unmercifully the incompati- 
bility of a property worth less than $18,000,000 earning between 
four and five millions a year, and they were able to excuse the 
officials of the company from the charge of insincerity only by 
crediting them with a belief that the taxable value and the selling 
or market value were not the same. This was a very lame excuse, 
but it served as a face-saving expedient. The courts did not hold 
that these two values were necessarily identical, but they refused 
to accept any such discrepancy as the railroads apparently 
wished to establish. 

Although the application of the ad valorem method of corpo- 
rate assessment in West Virginia is somewhat defective, as has 
been seen, it has resulted under more competent administration 
in extensive increases of corporation valuations, as is shown by 
the figures! in the table on the next page. 

The principal improvement in the first years of central adminis- 
tration was the immense increase in railroad assessments, due to 
the revolution in the methods used. In later years the greatest 
advance has been in the assessment of pipe line companies. No 
attempt has been made to take cognizance of varying standards 


1 From the reports of the Tax Commissioner. The “ Water and Light Com- 
panies ”’ do not include those operated in connection with gas companies. These 
figures were combined in 1904 and 1906. The totals include toll bridge companies 
also. The omission of an important table in the report for 1916 makes it inconven- 
ient to give more recent figures. Cf. Report, 1916, pp. 188 ff. 
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CoMPARATIVE ASSESSMENT OF CORPORATIONS, 1904-13 (MILLIONS) 


Corporation 1904 1906 1913 

Steam Railroads......... $28.8 $166.4 $186.0 
Street Railroads....:.... 2 6.6 13.0 
Oil and Gas Pipe Line Cos. \ { 100.2 
Water and Light Cos. . 93 a 4.4 
Telephone, ae Cos. Re) 3.0 Bes 
xpress COS aire .O12 .170 .616 
Private Car Line ‘aecte Aeneas .080 .662 652 

Totals saraneesannee 40.9 209.1 312.1 


of local valuation in different parts of the state and to equalize 
the corporate assessments to these standards, as is done in some 
other states in which the assessment is made by a state board and 
the tax is laid by the local authorities. The assessed valuation of 
general property has been considerably increased since 1906 but 
there is no certainty that the advance has been uniform over the 
state; neither is there any means of knowing whether any class 
of property has been assessed at full value. The corporations 
have deserved a higher assessment; but they are also entitled to 
a fair equalization to the same basis as that used locally for other 
property. 

A further defect in the tax laws relating to corporations is the 
provision that appeals against the central assessment may be 
carried to the circuit court of any county in which a part of the 
corporate property is located, for a review of the assessment in 
that county. The courts are required to give precedence to such 
appeals and are authorized to fix the true value of the property 
in that county, according to the facts proved. This method of 
review is very awkward and may actually prove very detrimental 
to the work of the board of review. The whole purpose of central 
corporate assessment is to secure more accurate results than were 
possible in a piecemeal assessment by local officials. The vast 
improvement in these assessments in West Virginia has been 
accomplished through the use of the unit rule, or the valuation 
of the property as a whole, and the apportionment of a fraction 
of that total to the state on the mileage basis. But the principle 
of judicial review of this action strikes at the very foundation of 
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its success. Especially is this true when the court is a county 
court, exercising jurisdiction only over the valuation within that 
county, for it is quite possible that a court not in sympathy with 
the methods of the state assessment might make a revaluation of 
the property in that county on the theory of corporate assessment 
which prevailed a generation ago. The favorable decisions in the 
Baltimore and Ohio case form a valuable precedent which will 
offer some resistance to the destructive effects of such a system 
of appeal; but they do nothing to relieve the awkwardness of the 
system and little to lessen the possible burden involved in defend- 
ing the board’s action in every county. The proper remedy, of 
course, would be to authorize the board to hear appeals from 
its own assessments, with final jurisdiction on all questions of 
fact. Ultimate resort to the courts in case of actual injury would 
still be open, while the work of the board would be protected 
against arbitrary and unskilled interference by unsympathetic or 
unintelligent court reviews.! 

Because of the great value of the coal, oil, and gas resources of 
the state the problem of a proper method of taxing these com- 
panies has been one of the more pressing questions of tax reform 
in West Virginia. In 1905 the attempt was made to reach the 
enormous intangible values of the oil, gas and mining companies 
embodied in the privileges represented by leases of productive 
properties, but the failure to centralize more effectively the con- 
trol of this assessment of leaseholds, or “ chattels real,” largely 
defeated this effort. The assistant tax commissioner, writing in 
1908, said:? ‘‘ Instead of adding two hundred millions to the 
rolls, it was the means of placing on the books property to the 
amount of approximately fifty millions only.” The local asses- 
sors were either incapable of valuing the “ chattels real” at 
their true value, or else they were unwilling to oppose the strong 

1 This transfer of appellate jurisdiction has been made, for instance, in Indiana, 
Wisconsin, Ohio, Kansas, and other states. Cf. below, p. 342, for the effect of the 
court review of the real estate appraisal of 1905. Cf. State Tax Commissioner of 
West Virginia, Report, 1908, pp. 23-28, for a list of the important cases reviewed by 
the county courts on questions of fact. 


2 T. C. Townsend, “‘ The Taxation of Coal, Oil, and Gas,” in Proceedings of the 
National Tax Conference, 1908, pp. 395-410. 
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influence of the operators by doing their duty. Both conditions 
were operative, without question. The tax commissioners have 
steadily recommended a production tax on coal, oil and gas, to be 
levied for state purposes, with rates graded according to object, 
and to quality of output in the case of coal.!_ There is no doubt 
that the present method of taxing these forms of wealth is utterly 
inadequate. 


SUPERVISION OF LocAL ASSESSMENTS 


It was the apparent intention of the legislature to give the tax 
commissioner broad and extensive supervisory powers over the 
tax system, powers which were to extend not only to the assessors 
but to all other officials charged with any responsibility for the 
assessment or collection of taxes.2, As a matter of fact, however, 
but little effective supervision has been exercised over the process 
of local assessment. The principal reasons for this condition 
seem to have been the following: 

1. The one-man commission. The magnitude of the tasks in 
addition to supervision which have been imposed upon the tax 
department has been so great as to prevent the most efficient 
administration of any of the duties of the office. The problems of 
supervision in West Virginia have been pushed to the background 
by the greater apparent need of reforms in other parts of the tax 


1 Cf. Reports of the State Tax Commissioners, passim. 

2 The supervisory powers are conveyed in the following section: “Sec. 2. It 
shall be the duty of the state tax commissioner to see that the laws concerning 
the assessment and collection of all taxes and levies . . . are faithfully enforced. 
To this end he shall advise the auditor in the preparation of all proper forms and 
books for the guidance of assessors. . . . He shall from time to time visit the 
several counties and municipal corporations of the state, shall inspect the work of 
the several assessors, justices, prosecuting attorneys, clerks of court, sheriffs, con- 
stables, and collecting. officers among whom are included commissioners of school 
lands, and shall confer with them respecting such work for the future. In such con- 
ference, or by writing or otherwise, he may inquire into the proceedings of any such 
officer, make to him such suggestion respecting the discharge of his duty as may 
seem proper, and give such information and require such action as will tend to pro- 
duce full and just assessments throughout the state. . . . In case of the failure 
of any assessing or collecting officer in the discharge of any duty . . . the said tax 
commissioner shall proceed to enforce such penalty as may be provided by law, 
including in any proper case the removal of such officer, and to that end he is 
authorized to appear before any court or tribunal having jurisdiction. . . .” 
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system. For instance, the inheritance tax had become a com- 
plete farce, the license taxes were in extreme need of more effec- 
tive administration, and the vicious practices of corporation 
assessment were greatly in need of correction. Attention to these 
more glaring defects has absorbed the time and energy of the 
single commissioner. In recent years the supervision and inspec- 
tion of public offices, and the enforcement of the prohibition laws 
have been added to this burden.1 

2. Insufficient appropriations. —The first difficulty might 
have been overcome, but for the second. The money appropriated 
has been used in building up the other parts of the organization 
to the neglect of the supervision of local assessments. This is 
indicated by the following statement, made in 1906: ? 

The appropriations have been grossly inadequate for the purpose of prop- 
erly carrying on the work of the office, and the work has been limited to a 
large extent by a lack of funds. ... Field agents necessary to visit the 
assessors throughout the state, to consult with them and the other revenue 


officials of the state, to properly procure the equal and just assessment of all 
property, could not be employed on account of a lack of funds. 


It will be found, however, that the commissioner did build up a 
force of inspectors who scoured the state to prevent infractions 
of the license laws. The fact is, there was not money enough to 
provide both services and the license inspection was preferred. 
One reason for this preference is seen in the next reason for the 
failure of supervision. 

3. Separation of the sources of state and local revenues. — This 
separation caused the assessment of property to be regarded 
purely as a local matter and interference has been discouraged by 
public opinion. The policy of the separation of sources of revenue 
was worked out in 1905 by abolishing the state levy for state 
purposes after 1906, leaving only a small levy for state school 
purposes.? In 1912 this levy was only one cent on the hundred 
dollars of valuation. In 1913 a state levy of six cents was neces- 
sary on account of the loss of revenue from liquor licenses. The 

1 The Tax Commissioner complained of the increase of clerical work in Regort, 


1914, Pp. 5. 
2 Tbid., 1906, p. II. 
3 Laws of West Virginia, 1905, ch. 36. 


340 THE STATE TAX COMMISSION 


amount collected for state purposes under this levy was $745,964.! 
Both the state tax rate and the revenue obtained for state pur- 
poses have increased rapidly in recent years. The state tax rate 
was ten cents in 1914 and fourteen cents in 1915, and the yield 
in the latter year was $1,801,000.2 This rapid growth of the state 
tax increases the significance of the tax commissioner’s super- 
visory functions. 

4. Inadequate powers of enforcement. — The whole point of the 
section quoted above is thrown away by restricting the tax com- 
missioner to the remedies already provided by law, since no ade- 
quate remedies for these particular administrative difficulties 
have been thus provided.? The only recourse of the tax com- 
missioner, in case of refusal or neglect of an officer to perform his 
duty, is to institute suit for removal or for the imposition of the 
statutory penalty. The difficulty of proving deliberate or willful 
intent has been so great that practically no such suits have ever 
been brought. The various tax commissioners have construed this 
power as advisory only, since they have been unable to enforce 
their suggestions even when such enforcement was essential to 
the best operation of the tax system. Experience is proving that 
the removal of officers and the reassessment of property are the 
only effective means of securing local observation of the standards 
established by the law.* 

Although effective supervision over the local assessment has 
not materialized, it is not to be inferred that the tax commissioner 
has done nothing in the direction of the local officials. The more 
common agencies for local advisory supervision have been used, 
such as the publication of printed instructions, the occasional 
assemblage of groups of assessors in conference, and visits to the 
counties. On account of the overworked condition of the depart- 
ment, however, these activities have probably not attained the 
maximum efficiency possible even with the limited powers. In 

1 State Tax Commissioner of West Virginia, Report, 1914, pp. 243, 246. 

2 [bid., 1916, pp. 314-316. 

3 Cf. above, p. 338, note 2. This provision of the form, without the real sub- 
stance of authority, is a favorite device of legislatures. 


4 In 1916 the tax commissioner recommended the central appointment of the 
county assessor and the county boards of review. Report, 1916, pp. 13, 14. 
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March 1914, the first state conference of the assessors was held. 
The commissioner recommends that this be made an annual 
affair, with allowance of travelling expenses to the assessors.! 
The only attempt to use agents in the collection of data which 
would shed light upon property values over the state has been in 
connection with coal mining properties. The coal property 
assessments were materially increased through the use of the 
information collected by the special agents, but this class of 
property is still assessed far below true value. 

The creation of a new tax department, the assessment of prop- 
erty at full cash value, and the adoption of a county assessor 
system have together, however, resulted in some significant gains 
in the assessment of property. An examination of these results 
will throw further light upon the weakness of the tax commis- 
sioner’s position as supervisory head of the tax system under the 
existing legal limitations. 

The first opportunity of the new tax department came in 1905, 
in the reappraisal of real estate. This was in reality a state assess- 
ment since the appraisers were appointed by the tax commis- 
sioner. The actual assessment produced significant gains, as the 
figures below indicate ? but the commissioner admitted that the 
results were quite defective, especially with regard to mineral and 
timber lands.* The intracounty results of this reappraisal were 
reviewed by the county courts, to which any aggrieved taxpayer 
had the right of appeal. The board of public works made the 
equalization for the state. The aggregate increases of the latter 


1 State Tax Commissioner of West Virginia, Report, 1914, p. 10. 
2 Total Assessed Valuation of Lands and Buildings since 1903 (millions) 


Year Lands Lots Buildings Total 

LOOSE cera viata ietmeteceto ie $91.0 $20.4 $53.2 $164.5 
COQ OAR aire air ns csirad cou tien 91.0 20.3 56.8 168.1 
Glo Fehr Ae POOLE 90.6 20.6 59.6 170.9 
EU alo Leet FcR CROAT ERD Or PRIMO 270.0 82.5 126.1 478.7 
3 Caley he OO OOS OIC CIOL 270.7 87.9 132.5 491:2 
POOR eA ase Dial pad ae aes 255.4 83.2 137.8 489.8 
BOO cat ihe ce cceuiels tak inete ter 324.0 98.3 156.7 579.0 
LOLO Mpa ee cease leele 330.0 103.8 165.2 600.0 
POULIN Rae assist aaa kee 408.8 210.4 er 619.2 
FOUA ieanta dpe die haute dens 412.6 221.2 ane 633.8 
LOL eM Saar onnnen cannon aon . AGG 668.5 
FOU eee Dae read oes ae tiete 683.1 
EOUG oie heve ohio nah abe 601.4 


From the biennial reports. The separate figures are not given in the later reports. 
3 State Tax Commissioner of West Virginia, Report, 1908, p. 11. 
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do not quite offset the net reductions allowed by the former, and 
it is very doubtful if the net result of the two sets of changes were 
in the direction of greater equality. The county courts made 
nine increases, aggregating $4,384,484, and forty-five decreases 
(all other counties), aggregating $58,022,613, or a net decrease of 
$54,708,129. The most notorious cases were the following: ! 


CHANGES IN Four COUNTIES BY THE CouNTY COURTS AND THE BOARD OF 
Pupric Works 


Decrease by Increase by 

County County Court Board of Public Works 
McDowelltre ae 2 ener teen 20555 78708 $6,013,047 
Havetticran ae eiaceee Cones amLOLO7 04743 6,503,725 
IMercerieh ciiuan ae once ere ere aac 5,832,753 3,474,744 
WivOming tence mnicrmcrrec ie 5,438,962 1,517,551 
Motalsa ane pee Fee 5005750 17,500,967 


These counties lead in the production of mineral and timber 
products and the local reductions were in all probability in favor 
of these interests. The board allowed only two decreases, with 
a total net increase for the state of $52,493,922. It is clear, there- 
fore, that a considerable portion of the additional $25,000,000 
which the courts cut from these four counties was added, in the 
state equalization, to the other counties of the state, a process 
which did not promote equality of assessment among the counties. 

The next marked improvement in the assessment of real estate 
occurred in 1909, with the introduction of the new local machinery 
of assessment and review. The increase of $68,800,000 in lands 
was borne chiefly by the mineral and timber lands, the values of 
which had been under investigation by the tax commissioner. 
This gain is suggestive of the general improvement which might 
have been effected by a wider and more thorough application of 
his methods. Indeed, those methods were much more applicable 
to the other classes of real estate than they were to the mineral 
and timber lands. The attempt to assess the extractive indus- 
tries by guessing at the acreage value of lands underlaid with 
mineral or metal deposits will inevitably fail. 

On the other hand, better gains have been made in the assess- 
ment of personal property than in some of the states with more 


1 Compiled from the biennial Reports of the Auditor of State. 
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effectively centralized administration. In view of the tax com- 
missioner’s limited supervisory powers the results are on the 
whole very creditable. A detailed analysis of the figures is given 
below.! 

The first thing to be noticed in this table is the unusual increase 
in the total assessment of intangible property. More than half of 
this increase has been due to the steady growth in the assessment 
of moneys, which has risen from $13,300,000 in 1905 to $51,400,- 
000 in 1914, or 286.4 per cent. The assessment of the other classes 
of intangibles has been more or less erratic, though in the case of 
bank stocks the data are readily accessible for a fairly complete 
and accurate valuation. The exact distinction between groups 1 
and 2 and group 4 of the intangibles is not clear. The multipli- 
cation of items of personal property is a favorite expedient in the 
last stages of the general property tax, but in this case the addi- 
tional group appears to add to the confusion. The suspiciously 
large amount, returned as miscellaneous moneys and credits 
(group 4), suggests that many persons have been making a nomi- 
nal return here instead of a full return in the proper place. The 
very unstable character of the returns of credits and investments 
strengthens this suspicion. Group 3, moneys and credits in liti- 
gation, illustrates both the tendency to minute subdivision of the 
personal property schedule and the inequality of the uniform rule. 
The amount returned will vary, naturally, with the volume of 
property in litigation; but there is no escape and this property 
will be assessed in full amount and on a higher basis of value than 
similar possessions in the hands of those whose business affairs 
are not a matter of public record. The uniform rule operates 
here, as at other points, as a penalty on the helpless and the 
unfortunate. 

The marked success which has been achieved in the assessment 
of intangibles is doubtless due principally to the exceptionally low . 
tax rates which have been made possible by the great increase in 
the total assessment and the lower level of public expenditures. 
The aggregate assessed valuation rose from $272,829,659 in 1904 
to $1,168,012,658 in 1913, while the average tax rate for the state 


1 Cf. below, p. 351. 
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declined from $2.155 per $100 in 1904 to $0.968 in 1913.! The 
lowest rate during this period was $0.765 in 1906, but the sub- 
sequent increase of expenditures caused an advance. The loss of 
revenue from the liquor licenses and the heavy expenses of the 
state government due to labor difficulties led the state auditor to 
caution against rapid growth along other lines, unless the people 
were willing to bear heavier taxes.? This increase, if reflected in 
the tax rates, will cause increasing difficulty in the assessment of 
intangible property. 

Should the tax rate remain stationary, however, it is clearly 
impossible to secure a complete return of all of the taxable 
“moneys ”’ in the state. This class includes, in West Virginia, all 
demand deposits as well as coin and other forms of circulating 
medium. In 1909 the aggregate individual bank deposits in the 
state were $83,426,460, and in 1914 this total had risen to $120,- 
749,000. All of the progress in administration, plus the stimulus 
of one of the lowest tax rates in the United States, has only 
secured an assessment of moneys on a basis of not more than 35- 
40 per cent of full value. The experience of other states is demon- 
strating that much more drastic administration would not secure 
much, if any, better results under the uniform rule.’ 

In the class of tangible property the only group that calls for 
special comment is that of ‘ chattels real,” or leaseholds. In 
1905 the legislature undertook this method of assessing the excess 
of taxable capacity of the oil and gas wells and coal mines.* The 
lease, which was declared to be a “‘ chattel real,” is properly to be 
classed as intangible property; but it represents so directly an 
interest in real property which is assessed by actual view and 


1 The average tax rate since 1904 has been as follows: 


Year Rate per $100 Year Rate per $100 
LOOM te secnsitves oh bis elev neats $2.155 TQOO since Mama nei en es $0.865 
TL OOS mit craarey crsteicisvatesets ais 1.841 TOTO ar cate ersatets 0.845 
TQOO Aerecaceceresaiana socieivrecte 0.765 TOLL Ries ves ne eee 0.848 
FOO Pree eet arate Katies 0.839 FQU 2D prom teat eevee 0.858 
TOOGMG Mente terevetere ae hts, bis 0.846 TORS Ge eer eeeas 0.968 


* Auditor of West Virginia, Report, 1914, p. 31. 

3 Cf. e. g., the experience of Ohio. Below, pp. 505, 506. 

4 Laws of West Virginia, 1905, ch. 29. Cf. T. C. Townsend, “‘ The Taxation of 
Coal, Oil and Gas in West Virginia,” Proceedings of the National Tax Conference, 
1908, Pp. 395-410. 
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examination, that it is here grouped with the tangible forms of 
personalty. This method of taxing these properties is of doubtful 
value. It is certain to fail when administered, as it is in West 
Virginia, by the local assessors. In order to be successful at all, 
it would be necessary to know in great detail the facts concerning 
costs of operation, net earnings, the probable life of the well or 
mine, and the reserve supply of oil, gas or coal. In other words, 
much the same sort of investigation is required as for a complete 
ad valorem assessment of mines. The tax commissioner is not 
equipped to gather this information, and there is very little 
prospect that the state will grant this equipment. The production 
tax seems to be, therefore, the form of taxation best suited to the 
conditions. This has been consistently recommended by the tax 
commissioners since the office was created.1 

It has already been shown that the tax commissioner does not 
possess the authority necessary to undertake a vigorous correc- 
tion of the local results. One attempt was made to bring pressure 
upon the assessors through judicial proceedings, the recourse 
which the law suggests be employed. In 1906 mandamus pro- 
ceedings were instituted in Fayette county to remove the assessor 
from office for neglect and failure to perform his duties.2 The 
state supreme court of appeals denied the writ of mandamus on 
the ground that the evidence did not show that the local valua- 
tions had been fraudulently made. The evidence relied upon by 
the tax commissioner was the vast difference in the assessment 
and the selling price of the properties; but the assessor testified 
under oath that the assessments represented his honest judgment 
as to the value of the property and the case was dismissed. Such 
an outcome reveals the utter futility of this method of securing 
effective administration. 


ADMINISTRATION OF THE LICENSE TAXES 


The license taxes of West Virginia constitute an important 
body of tax legislation, much of which is distinctly regulative as 
1 State Tax Commissioner of West Virginia, Report, 1906, p. 25; ibid., 1910, 


p. 70; ibid., 1914, p. 15; 1bid., 1916, p. Io. 
2 This case is reviewed in the Report of the Tax Commissioner, 1906, pp. 15-17. 
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well as fiscal in character. The tax commissioner is required to 
prescribe all of the forms used in the issue of licenses and to hear 
appeals on any question regarding the action of the county clerk 
in the issue of the license, though strangely enough, his decision 
in such an appeal is subject to review by the circuit court of the 
county in which the license is issued.!_ This is another curious 
example of the survival of the older machinery of appeal along 
with the centralized administration that has more recently 
developed, and as in the other cases of its survival, the effects 
have been more restrictive than beneficial. Since 1909 the tax 
commissioner has had the authority to issue licenses and collect 
the fees from any person whom he may find to be liable for the 
payment of such fees, and he may, with the approval of the gover- 
nor, appoint agents for the collection of such delinquent fees.’ 

The last-named feature of the law has greatly strengthened its 
enforcement. The agents of the tax commissioner go into every 
county and keep close watch upon the persons engaged in any of 
the businesses or occupations for the privilege of exercising which 
a tax must be paid. For the six years 1909-14 these agents 
brought into the state treasury a total of $128,517. Much of this 
sum would not have been collected except for this close inspection, 
since it was obtained principally from persons who had succeeded 
in evading the county officials. 

Taken as a whole the receipts from the license taxes have been 
important for the state. In 1912 the total receipts from licenses 
was $818,741, while the total state revenue from all sources for 
this year was $5,491,201. The bulk of the receipts came, how- 
ever, from seven classes, which contributed in 1912, $791,000. 
The most important single source has been the tax on retail liquor 
dealers, from which was realized in 1912 over $574,000. The 
recent adoption of state-wide prohibition will necessitate replace- 
ment of this source of revenue.*| Among the least important 
licenses in 1912 were those on fortune tellers ($30.45) nurseries 


1 License Laws of West Virginia, § 42-a. 

2 Laws of West Virginia, 1909, ch. 68. 

3 The figures are given in the reports of the auditor. 
* Auditor of West Virginia, Report, 1914, pp. 29-32. 
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($99.00), and druggists ($657.58). Several other taxes yielded 
less than $5000 each. 

There seems to be room for a reform of the system by eliminat- 
ing a number of the less important license taxes. This would free 
the tax commissioner from a portion of his supervisory activity 
which yields so small a return to the state and make way for 
great concentration in the lines which will show larger results. 
Much would be gained, for instance, by permitting the tax com- 
missioner to transfer the agents who now watch the administra- 
tion of the license system so closely to the work of inspecting and 
supervising the local assessors of general property. If the smaller 
licenses are intended to be regulative and the revenues are to be 
regarded as purely incidental, then a more logical arrangement 
would be to place the administration of such licenses under the 
control of those officials who enforce the police regulations of the 
state. Such taxes involve the use of the police power, which is 
primarily invoked in their enactment; and the proper agency for 
their enforcement seems to be the police, rather than the taxing 
officials! 

THE INHERITANCE Tax 


The inheritance tax was first adopted in West Virginia in 1887, 
but until 1904 its administration was in the hands of the county 
clerks and the total collections for the seventeen years were only 
$55,765-94.2 In 1904 the tax commissioner was placed in charge 
of the tax, and the collections have since averaged more than 
$100,000 annually. The budget estimates for 1915-16 placed the 
yield at $125,000. While the law has been greatly strengthened 
by central administration it is still defective at some points. The 
tax commissioner does not yet have the authority to name a 
representative upon the local board of appraisers which values 
the property of decedents. In consequence, estates are quite 
generally undervalued and the commissioner is powerless to 
protect the interests of the state. The central administrative 

1 In 1916 the tax commissioner objected seriously to being compelled to act as 
prohibition commissioner. Report, 1916, p. 16. 


2 Auditor of West Virginia, Report, 1910, p. 32. 
% [bid., 1914, p. 182. 
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control should be increased, in the interest both of the state 
finances and of justice among the various sections of the state, 
over which varying standards of assessing taxable estates prevail. 
This could be done either by allowing the tax commissioner to 
select a representative on the appraisal board or by permitting 
him to review, on his own motion, the findings of these boards. 


THE SUPERVISION OF PUBLIC ACCOUNTING 


At the special session of 1908 the legislature passed an act pro- 
viding for the inspection and supervision of public offices and 
establishing a uniform system of public accounting, auditing and 
reporting.! The tax commissioner was made, ex officio, chief 
inspector and supervisor of public offices. Subject to his approval, 
the state board of control, which was created in 1909,” was to 
prescribe the forms of vouchers, books, accounting systems and 
other features which might be introduced. This enlargement of 
state administration is in line with the practice of several other 
states in extending central control and supervision over the 
mechanism and forms of public accounting. The necessity for it 
in West Virginia is shown by the fact that in 1911—12 the audits 
conducted disclosed a total of $543,478 due the state, counties 
and other districts.* The tax commissioner of West Virginia 
deserves credit for his courageous performance of an unpleasant 
duty in the face of strenuous opposition. Two test cases were 
brought in which the defendants were supported by the sheriffs’ 
organization. The validity and practicability of the law and of 
the system of accounting prescribed under it were completely 
sustained by the courts. The vigorous enforcement of this law 
has brought into prominence the evils of the fee system-and the 
need of a depositary law. Summary power should be given some 
central authority to enforce the discharge of duties imposed by 
law upon public officials, and to compel more prompt settlements 
by county treasurers at the close of the fiscal year and of their 
term of office.® 

1 Laws of West Virginia, 1908, ch. 33. 2 Tbid., 1909, ch. 58. 


3 Chief Inspector of Public Offices, Report, 1912, pp. 78, 79. 
4 Tbid., pp. 6, 7. Sebid aps 76 
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While this control may be said to be the first step in the 
development of a scientific budget system for state and local 
finances, and as such is the very foundation of the reforms of the 
financial system, yet the additional duties which are imposed by 
its enforcement have overloaded the tax commissioner. A depart- 
ment of accounting has been established, with a skilled account- 
ant in charge, but the tax commissioner has not escaped the 
responsibility involved in this supervision. The burden of ad- 
ministering efficiently the tax system of the state is already too 
great for one man and the people are facing the practical certainty 
of a decline in the standards of the office by extending unduly the 
scope of the work. The function of supervising and inspecting 
public offices is highly important, but it should be met by an 
adequate increase in the organization of the tax department. The 
fourth biennial report of the tax commissioner, for 1911-12, 
evidences this pressure. Reference is made to some twenty-two 
pages of discussion of tax reform, written by a former commis- 
sioner in the report for 1909-10, and this discussion is said to be 
regarded as a part of the fourth report. This is in lieu of any 
intensive discussion of the tax situation in 1912, and strongly 
suggests an official who is too hurried to study his own problem. 


RECOMMENDATIONS 


One of the most important functions of the tax commission in 
every state has been to direct public opinion and thought along 
the lines of progressive tax reform and to suggest legislative 
changes which will attain the improvements suggested by reason 
and experience. The West Virginia tax commissioners have 
steadily taken an advanced position on matters of tax reform and 
have contributed materially to the development of better laws 
and more effective administration. The text of the third report 
(1909-10) was given almost completely to an argument for the 
classification of property. Mention has been made of the other 
important reforms advocated by the commissioners, all of which 
have been in the direction of sound tax reform. In some respects 


1 State Tax Commissioner of West Virginia, Report, 1912, p. 5. A similar inclu- 
sion of the same material was made in the reports of 1914 and 1916. 
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it seems that there has not been sufficient pressure for needed 
changes, but the outsider can never judge adequately the local 
temper which might make such recommendations inexpedient. 
In view of the limited equipment of the commissioner’s office and 
of the restrictions upon the proper exercise of the powers neces- 
sary to the efficient performance of the functions of the office, the 
work of the West Virginia tax department should be given 
approval and commendation. 
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CHAPTER XI 


THE STATE BOARD OF TAX COMMISSIONERS 
OF WASHINGTON 


WHEN the state of Washington was admitted to the Union in 
1889 the general property tax had already been established as the 
basis of its financial system. The new state presented the rela- 
tively simple economic conditions which everywhere have proved 
the most favorable environment for the development of that 
system of taxation. The original tax administrative organization 
was simple and displayed the characteristic decentralization of 
real authority. The local assessment was in the charge of a 
county assessor over whom no central control existed. This 
officer had little real authority over the multitude of deputy 
assessors in the tax districts, a condition which was highly favor- 
able to the emergence of the ubiquitous evils of undervaluation, 
evasion and discrimination in assessments. The state-wide exist- 
ence of these conditions was evidenced by the establishment of a 
state board of equalization in 1891.1 The duties of this board, 
originally composed of the secretary and auditor of state and the 
land commissioner, were transferred in 1893 to the board of land 
commissioners, a body which had superseded the single official in 
charge of that department.? In 1897 the legislature reverted 
again to the original plan of 1891. These changes were due to the 
experiments that were being tried out in the organization of the 
land office. They suggest that the state board of equalization was 
not taken seriously and that considerations of convenience and 
economy, to say nothing of politics, took precedence over equi- 
table tax administration. 

The forces which brought forth the tax commission are difficult 
to trace. No evidence has been found of a strong public senti- 
ment such as has so often been the forerunner and to some extent, 

1 Laws of Washington, 1891, ch. 140. $ Ibid., 1897, ch. 71. 
2 Thid., 1893, ch. 125. 
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the progenitor, of the tax commission in some other states. So 
far as can be learned, no special investigations had been made 
before the board of tax commissioners was decided upon and the 
absence of a clear formulation of plans resulted in several years of 
piecemeal legislation in the effort to develop an efficient adminis- 
trative body. To illustrate: the board of tax commissioners was 
established in 1905 and at that time was required to supervise the 
tax system, to assist in the state equalization and to administer 
the inheritance tax.! In 1907 the central assessment of railroad, 
telegraph, express and private car line companies was initiated 
and placed under the board’s jurisdiction.? In this year also the 
board was placed in charge of escheats,? and in 1909 it was made 
an excise board with the duty of issuing, and collecting for, the 
annual liquor licenses. The laws relating to the administrative 
authority of the board of tax commissioners evolved only slowly 
to the stage of a clear cut definition of that body’s status and func- 
tions. They had hardly reached that stage in 1915 when the 
legislature removed the tax commissioners from the state board of 
equalization, leaving that body composed of the auditor, the com- 
missioner of public lands, and a member from the public service 
commission.’ This reaction toward a more primitive and clearly 
less satisfactory arrangement was only a temporary manifesta- 
tion of the political struggle of which the tax department had 
been the center for years. The legislature of 1917 abolished the 
tax board and substituted a single commissioner, but returned 
him to the state board of equalization. The work of the state 
board of tax commissioners from 1906 to 1914 will be described, 
together with a brief account of the equalization of 1916 under 
the new board. 


EQUALIZATION 


The function of equalization was performed by the earlier ex 
officio state board of equalization according to the principles and 


1 Laws of Washington, 1905, ch. 115. A Nigh TA, aici 

2 Thid., 1907, chs. 78, 131. 4 Tbid., 1909, ch. ot. 

5 Tbid., 1915, ch. 7. A more welcome change was the withdrawal of the tax com- 
missioners from the board in charge of the public land office. Tbid., ch. 6. 

8 Tbid., 1917, ch. 54. 
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standards which have everywhere appeared to be characteristic 
of this type of organization. The limitations of the state equaliza- 
tion only served to heighten the indifference of this board toward 
its duty, and they will doubtless not strengthen the present 
board’s sense of obligation for a thorough and exacting scrutiny 
of the local results. In Washington the state equalization is made 
chiefly for the purpose of apportioning the direct state tax. It is 
an equalization among counties and it leaves untouched the intra- 
county valuations which are the basis of all local levies. The 
incentive to a careful equalization is much less under such cir- 
cumstances than it is in those states in which the figures as finally 
determined by the state board become the basis for the payment 
of all taxes. The steady but unequal depreciation in the basis of 
assessment under the earlier regime led to increasing inequality 
in the distribution not only of the state tax but of local taxes as 
well. The state board of equalization was hardly responsible for 
the relative decline in assessed valuations as it was in no sense 
a supervisory body. Furthermore, the state tax offered by no 
means the only incentive to undervaluation and evasion and the 
state board of equalization never possessed jurisdiction over local 
discriminations. Even a careful state equalization could have 
afforded little assurance of counteracting the very defective local 
assessment. The legislature was striking at the root of the 
inequalities in taxation in giving the tax commission supervisory 
control over the original assessment process as well as a share in 
the state equalization. 

The only redeeming feature of the assessments made under the 
former board of equalization was the shifting of a somewhat 
larger proportion of the total tax burden to personal property; 
but the lack of administrative power and the absence of interest 
on the part of the state board made this changed proportion an 
incident of the local assessments rather than a result of the state 
equalization.1 The total assessment of property in the state was 
less in 1905 than it had been in 1891, a fact which indicates clearly 
that the standard of valuation had been steadily depreciating 


? Personal property was 12.8 per cent of the total assessment in 1895, and 19.5 
per cent in 1905. 
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during this time. As is usual during a period of progressive under- 
valuation, the departure from the legal standard was productive 
of great differences in the basis of assessment in various localities 
and as applied to various classes of property. Evidence of these 
inequalities was speedily discovered by the tax commission, 
which began an investigation shortly after entering upon its 
duties. Commenting upon the situation it said: } 

It was frequently found that certain classes of property were assessed at 
50 to 60 per cent of their actual value, while other classes of property in the 
same county and locality were escaping with an assessment not exceeding 
I5 per cent. .. . In some counties, it can safely be asserted, the average 


value of all property did not exceed 20 per cent of its actual value, while 
in other counties it approximated so per cent. 


Upon the creation of the board of tax commissioners the state 
board of equalization was reorganized. It was thereafter to be 
composed of the tax commissioners, the auditor and secretary of 
state and the commissioner of public lands, with the auditor act- 
ing as president. In 1907 the secretary of state was withdrawn 
from the board and the tax commissioners were left in the 
majority. In practice the latter have prepared the equalization 
data,” a task in which they apparently did not encounter un- 
desirable interference from the ex officio members. The tax com- 
missioners were appointed too late in 1905 to participate in the 
equalization for that year;* but in anticipation of the assessment 
and equalization of 1906 special forms were prepared for the 
public service corporations and new lists were issued for the 
returns of general property. These lists called specifically for 
fifty-five different items of property, including a separate state- 
ment of the acreage and value of improved and unimproved lands. 
As the result of these changes and of the general stimulus of the 
new administrative forces, the total assessment of property was 
increased in 1906 to $530,209,882, or more than 62 per cent over 
1905. It was estimated that approximately $50,000,000 of this 
amount consisted of property not previously assessed.‘ 


1 State Board of Tax Commissioners, Report, 1906, p. 5. 

2 In 1912 the assessors’ convention adopted a resolution approving the proposed 
elimination of ex officio members from the board of equalization. Proceedings of 
the Assessors’ Convention, 1912, p. 12. 

3 State Board of Tax Commissioners, Report,1908,p.6. 4 Ibid., 1910, pp. 10, 11. 
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The methods pursued in the actual equalization do not appear 
to have been materially altered by the board of tax commissioners, 
except for the introduction of a variation of the sales method, 
which was applied only on the occasions of the biennial assess- 
ments of real estate. The board has described the preparation of 
this ratio as follows: } 

The Tax Commission first caused a list of transfers to be made in each 
county, describing the property conveyed therein during the preceding 
twelve months, giving the names of grantor and grantee and showing the 
consideration. The lists formed the basis for the interrogation of witnesses 
examined concerning the value of property. Sessions of the Board were 
held in each county, and all told eight hundred and eighty-five witnesses 
were examined under oath as to the actual price paid for property changing 
. hands during the preceding twelve months. Stenographic records were 
made of this testimony, from which lists, describing the property concerning 
which testimony was taken, were made and forwarded to the county audi- 
tors, who were required to certify the assessed value of each description as 
equalized by county boards. Upon the return of these lists, the actual 
values were extended on them and the ratio of assessed to actual value was 
computed. 


Such a method of computing sales ratios appears to be much 
less satisfactory than the elaborate procedure of the Wisconsin 
commission, or even than the somewhat less thoroughgoing 
methods used in Minnesota and Kansas, and consequently the 
results in Washington must be regarded as less valuable. The 
Washington board’s plan of constructing the sales ratio is open to 
several objections. 

In the first place, the investigations have hardly covered suffi- 
cient ground to be truly representative. The data have been col- 
lected for only one year in each case, while the number of persons 
examined has been too small to afford a representative list of 
transactions for each county. Only eight hundred and eighty-five 
persons in the whole state were questioned in 1910 and an exami- 
nation of the stenographic reports of this series of inquiries showed 
that some of these witnesses had no definite evidence regarding 
actual transactions in real estate. In King county, containing the 
city of Seattle, the total value of the property concerning which 


* State Board of Tax Commissioners, Report, 1910, pp. 10, 11; also, ibid., 1916, 
Pp- 71; 72. 
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testimony was taken was less than one per cent of the total 
assessed valuation of the county.! The assessor of Yakima county 
charged that the testimony taken in that county related prin- 
cipally to orchard lands and the assessor of Lincoln county stated 
that the tax commission seldom included poor land as well as 
good land, with the result that counties with a large proportion of 
poor land were assigned excessively high ratios.? 

In the second place, there has been some tendency toward a 
professional witness list. In subsequent investigations practically 
the same list of witnesses has been used as in the first inquiry and 
the wisdom of the selections has been questioned by at least one 
former member of the board.’ 

Finally, in both the oral examinations of witnesses and the 
statistical compilations, sufficient precautions have not been 
observed against the inclusion of improper data. In view of the 
extreme care found by the Wisconsin commission to be necessary 
in order to detect and eliminate the various kinds of abnormal 
transactions, the Washington methods can hardly be accepted as 
usable. The tax commissioners have not been unaware of these 
objections.® The truth of the matter is that the limited appro- 
priations for the use of the department have not permitted the 
employment of the field and office assistance necessary for the 
compilation of a set of ratios on a more elaborate scale and in a 
more accurate manner. 

The difficulty of using ratios based upon data collected bien- 
nially for the purpose of performing an annual equalization of 
certain classes of property, is, of course, obvious. Real estate 
values do not fluctuate according to a set biennial schedule. 
Grant for the moment that the ratios compiled in the even 
numbered years represent fairly well the relation of assessed to 
true value for those years. In the alternate years a certain shift- 
ing of real values will have occurred but this shift will not be 
evenly distributed. In some counties the increase in value will be 

1 Interview with the assessor of King county, July, 1911. 
2 Proceedings of the Assessors’ Convention, 1914, p. 60; ibid., 1912, p. 27, 
3 Interview with ex-Commissioner T. E. Parrish, Sept., 1911. 


4 Cf. above, pp. 239, 240, 244, 245. 
5 State Board of Tax Commissioners, Report, 1916, pp. II, 12. 
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large, in others small; while in still other cases there may have 
been actual decreases in value. The condition of rapid and 
divergent changes in value applies particularly to the western 
states. The percentages do not then represent at all times the 
actual ratio of assessed to true value. For the distribution of the 
state tax this may be of comparatively little moment, except as 
values are changing more rapidly in some than in other sections 
of the state. But it does result in greater unfairness in the dis- 
tribution of corporate valuations in the odd numbered years, 
penalizing the corporations when other real values have advanced, 
favoring them when real values have declined, as compared with 
the values of the even numbered years. 

But of course it cannot be granted that ratios constructed by 
such methods do accurately display the relation of assessed to 
true values for the various counties, even in assessment years. 
The improbability of equitable distribution of the state tax is 
increased, therefore, especially as among the several classes of 
property. Regarding simply the ratios themselves, the board 
succeeded in eliminating the more extreme variations and in 
showing a closer approximation to equality of assessments. The 
percentages of 1914 have less range and are more closely grouped 
around the mean, than those of 1908. Yet this evidence of greater 
uniformity proves nothing unless the figures themselves are. 
thoroughly reliable, and the board’s statistical methods reflect 
considerable doubt upon this point. Personal observation of 
these methods confirms the conclusion of unreliability, a con- 
clusion which is further strengthened by the fact that the attempt 
has been made to construct county ratios for both real and per- 
sonal property from the information obtained. The utterly 
inadequate volume of sales data is thus made the basis of a 
comparison with the aggregate of real and personal property in 
the state and the statistical value of the resulting ratios is 
correspondingly diminished. 

In the equalization of personal property returns, no effort has 
been made to check up the local figures either as to quantity or as 
to values; and in the majority of items the county returns have 
been accepted without question. In the earlier years it was cus- 
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tomary to make some changes in the valuations of farm animals, 
vehicles, watches, musical instruments and sewing machines.! 
These classes have generally been equalized at certain average 
values. But all of the remaining classes of personal property, 
comprising about thirty-eight out of fifty-five items, have usually 
been approved as returned by the county boards. Since 1g10 the 
whole of the personal property schedule has been approved as 
returned from the counties without change, and apparently 
without debate. 

Because of these defects of method the state equalization in 
Washington, as performed by the board of tax commissioners, 
appears to have been inadequate to deal with inequalities either 
among counties or classes of property. The use of the ratios has 
effected certain changes in the real estate assessments of the 
counties and to that extent has negatived the local efforts at 
avoidance of the state tax. It is true, also, as the board has 
recently said, that granting the strong probability of error in 
the ratios, they were nevertheless the most nearly accurate sys- 
tem that had been devised or adopted in the state up to that 
time.2 The new state board of equalization, created in 1915, 
continued to use the ratios prepared by the tax commissioners in 
1914. No new sales data were compiled in 1916 and since this 
board has a legal existence of not over twenty days in each year 
there is no likelihood that any future revision of these 1914 
ratios will ever be made by it. Rapidly changing land values will 
soon render them wholly obsolete and leave the state board of 
equalization completely at sea. 

The restriction of the state equalization to the adjustment of 
county totals has always prevented the board from dealing with 
some of the worst features of the local assessment of property. 
The burden of local taxation greatly exceeds that of the direct 
state tax and since its distribution is entirely unaffected by the 
state equalization, there has always been ample incentive for 
local undervaluation and evasion. The practice of adopting the 


1 The proceedings of the state board of equalization are published in the biennial 
reports of the state board of tax commissioners, separately published in 1916. 
2 State Board of Tax Commissioners, Report, 1916, pp. II, 12. 
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local personal property returns with little or no attempt at check 
or corroboration has increased the inequality, since the strong 
probability is that the assessor who undervalues real estate is also 
returning the personal property of his district below full value. 
There is also the possibility that the proportion of personal prop- 
erty which escapes the assessor will vary in different counties, 
and against the effects of this variation the board’s methods and 
practice have made no provision.! 

The Washington tax law has always required an assessment at 
full value. The actual basis of local assessment had become hope- 
lessly depreciated, and but little progress had been made under 
the board of tax commissioners toward a higher basis of valua- 
tion. In 1913 the legislature, thinking apparently to remedy the 
situation, enacted an amendment which provided that property 
should be assessed at ‘‘ not to exceed 50 per cent of full value.” ? 
State legislatures have done many queer things, the country over, 
but it would be difficult indeed to find anywhere a measure which 
surpasses this one. Any percentage of full value below 50 per 
cent, which the assessor cares to select, is a legal basis of assess- 
ment and the various assessors are free to give full rein to their 
fancy and to the desires of constituents. The tasks of equitable 
equalization and of effective supervision are tremendously in- 
creased by this absurd provision. The board of tax commissioners 
recommended the adoption of a uniform basis of assessment, and 
expressed a preference for an assessment at full value, with 
appropriate tax and bond limit legislation.’ 

As long as the process of equalization concerns simply the dis- 
tribution of the state tax its significance will remain small. For 
two reasons, however, there is need of greater accuracy. The 
first of these is the outcome of the existing methods of taxing 
public service corporations, which is by the levy of local rates 
upon valuations centrally determined and apportioned to the 
taxing districts upon a mileage basis. Justice demands that 
corporate property be equalized in each tax district to the same 

1 In 1914 the board referred to numerous instances of admitted discrimination 
by the assessors. Report, 1914, pp. 16-17. 


2 Laws of Washington, 1913, ch. 140. 
% State Board of Tax Commissioners, Report, 1916, pp. 28-30. 
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proportion of full valuation as that used in the assessment of 
other property, so far as this basis can be ascertained. The deter- 
mination of the ratio of assessed to true value becomes therefore 
a problem for very careful study in order to insure a thoroughly 
satisfactory equalization for both corporate and other property. 
The commission has not attempted to prepare ratios for each tax 
district. The ratio is for the county, intended to assign to any 
county its share of a common burden. But the basis of assess- 
ment may differ widely within the county. Farm lands, city real 
estate, timber lands, undeveloped land, personal property — 
these may all have been assessed on different bases in different 
tax districts or by different deputies. The purpose of the equaliza- 
tion is largely defeated when corporate property is apportioned 
at a uniform ratio to a number of districts in each of which prop- 
erty has actually been assessed on ratios different from that which 
the commission has established for the county as a whole.! 

A second reason for more careful and complete testing of 
the local assessment process is in the increasing importance of 
the intracounty tax burden. This evil is not now reached by the 
state equalization, but the scope of that process should be broad- 
ened so as to reach down to the individual assessment for all 
purposes. At present it must be met by the commissioner under 
his supervisory powers. A thoroughly reliable sales ratio com- 
puted for tax districts over a three or a five year period would 
prove a very helpful means of testing the local assessments and 
of making the necessary corrections in the course of supervision. 
But in order to accomplish this, the department’s resources must 
really be considerably extended. The compilation of sales ratios 
was discontinued after the tax commissioners had been with- 

1 Cf. above, ch. 8. The Wisconsin Tax Commission has demonstrated the vari- 
ability of the ratio of assessment of different classes of property. It is hardly a suf- 
ficient defense to rely upon the results of the equalization by the county boards to 
secure intracounty uniformity. The chairman of the board of tax commissioners 
suggests this in a recent letter (date of May 16, 1916). The variations which have 
occurred within the same county in other states, notably Wisconsin, were not cor- 
rected by the work of the county equalizing boards. Cf. above, pp. 255,276. In the 
Washington report for 1916, the board asserts that the practice of local discrimina- 


tion results in many inequalities which the county boards do not succeed in elimi- 
nating. State Board of Tax Commissioners, Report, 1916, p. 30. 
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drawn from the state board of equalization and it remains to be 
seen whether the new tax commissioner will be permitted to in- 
troduce improved methods in the preparation of future ratios. 


Tue ADMINISTRATION OF CORPORATION TAXES 


At the time of the creation of the board of tax commissioners 
in 1905 the public service corporations were still being assessed 
by the local assessors for local purposes only. The natural and 
inevitable concomitants of such a primitive system — evasion, 
inequality and undervaluation— were all abundantly mani- 
fested in Washington. No two counties were assessing the 
railroads on the same basis. The board’s influence over local cor- 
porate assessments was small and the uniform schedule of values 
which was unanimously agreed upon by the county assessors’ 
convention in 1906 was completely abandoned in practice.? 
Express companies evaded the tax law so completely as to secure 
virtual exemption from all taxation, and there was not even a law 
providing for the taxation of private car companies. 

Under the leadership of the board of tax commissioners the 
legislature was persuaded to change the system of taxing public 
service corporations in 1907. The board recommended the ad 
valorem method in preference to the taxation of gross earnings, 
being influenced in part by the experience of Wisconsin and in 
part by the erroneous view that the use of interstate receipts as a 
measure of taxation was unconstitutional.? The Wisconsin policy 
was not strictly adhered to, for the centrally determined valua- 
tions were made taxable at the local rates instead of at the aver- 
age rate for state purposes.’ Centralized administration was also 
extended to street and electric railroads, but included only such 
operating property of the latter as was used for transportation 
purposes. The local assessors remained in charge of the assess- 
ment of the property used for electric lighting, power and other 
purposes. Express, telegraph and private car companies were 
also included in the central assessment. No logical reason existed 

1 State Board of Tax Commissioners, Report, 1906, p. 80. 


2 Ibid., pp. 72-121, especially p. go. 
3 The board had recommended the Wisconsin plan. 
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for the selection which was made of the companies to be centrally 
assessed and some important classes of public utilities have been 
omitted which should have been included. 

The first central assessment of corporate property was for the 
year 1908. The returns to be made by the railroads, including 
street and interurban electric railways, may be summarized as 
follows: 

1. Organization data, including corporate history, names and addresses 

of officers, location of principal offices. 

2. Capitalization data for the various issues of stocks and bonds. 

3. Description of the real property owned or operated in Washington, 

and of the personal property for the whole system with a statement of 
the amount to be apportioned to Washington; and a list of the other 


assets, such as stocks in other companies, etc. 
4. Statement of the income account. 


The methods used by the Washington board in valuing the 
railroads are, as in some other states, uncertain and difficult to 
ascertain. The minds of the members have apparently not always 
been entirely clear on the point and personal interviews and cor- 
respondence have not yielded satisfactory results. But it may 
properly be inferred from these sources that the chief factor has 
been the stock and bond valuation supplemented by consideration 
of the gross earnings. 

The situation was complicated — though it should have been 
cleared — by an amendment to the railroad commission law of 
1907, whereby that commission was given the authority to value 
the railroads for the purpose of regulating rates and conditions of 
service. The board of tax commissioners followed the practice of 
accepting the physical valuations made by the railroad commis- 
sion in all cases in which the latter had made valuations of the 
operating property and used its own methods only in those cases 
in which the railroad commission had not yet acted.! In 1910, 
however, the tax board advanced the assessment of the Oregon 
Railroad and Navigation Company from $19,500,000, the figure 
established by the railroad commission, to $27,529,771. The 
court sustained the methods and results of the railroad commis- 
sion on the ground that the legislature had intended to give this 


1 State Board of Tax Commissioners, Report, 1908, p. 19. 
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board precedence over the board of tax commissioners, since the 
amendment to the railroad commission law was passed subse- 
quent to the act authorizing the board of tax commissioners to 
assess the railroads, and, further, because the former act had been 
passed with an emergency clause while the latter had none. In 
the course of the decision the court compared the methods used 
by the two commissions, to the detriment of that employed by 
the tax commission, using in part the following language: ! 


The amendment to the railroad commission act was not only passed and 
approved subsequent to the passage of the tax commission act of 1907, but 
as against the ‘‘ bookkeeping,” ‘‘ stock and bond,” and “ capitalization ” 
methods of ascertaining value, to which the tax commission was empowered 
to resort, with a view of the property if it deemed it necessary, the railroad 
commission was directed to find the actual value of the property; not by 
resort to bookkeeping methods or at the peril of the fluctuating stock mar- 
ket, but by reference to the cost of reproduction; not the market value of 
its stock, but the real value of its property, considering its physical character 
and its earning capacity. In other words, it was provided that the property 
of railroads should be valued as the stock of the merchant or the land of the 
farmer is valued. Although we are reminded by counsel that the taxing 
authorities are not bound to consider physical value, but may resort to the 
“stock and bond,” or “ capitalization of earnings ”’ method of taxation, we 
are undivided in our answer that it was undoubtedly the intent of the legis- 
lature, mindful of the evasions of railroad companies in years past, to avoid 
these methods and to put them on'the same plane as the individual whose 
acre is under his feet. Such methods were and are unfair — unfair to both 
parties to the tax; and we may well assume that, in passing the amendment 
to. the railroad commission act, the legislature intended just what it said, 
that when ascertained, the value fixed by the railroad commission, after a 
full judicial hearing and with the aid of its engineers, accountants, experts 
and practical and experienced men in every department of railroad engineer- 
ing, accounting and construction, should be binding and conclusive upon 
the public and upon the railroad companies. 


The author of the above language did not realize, apparently, 
that a very important factor in the value of both the farmer’s 
acres and the railroad’s property was earning capacity, and was 
led, in consequence, to emphasize unduly the merely physical 
elements in the total value of a corporation the business of which 
required the use of large amounts of fixed capital. The tax com- 
missions of Wisconsin and some other states use the elaborate 
calculations made by their engineers chiefly as a guide and the 


1 65 Washington, 535. 
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final figures of the Wisconsin commission have always been higher 
than those prepared to represent the mere physical value. While 
various tax commissions are inclined to insist that they exclude 
intangible elements of value, the prevailing practice indicates 
that they do not regard an engineer’s inventory as adequate for 
the proper valuation of the physical property, which after all may 
be only another way of saying that intangible elements are 
allowed unconsciously to influence the results. 

In the decision quoted above, the court proceeded to say that 
in the case of any property not yet valued by the railroad com- 
mission its value might be estimated by the tax commission 
“until such time as the railroad commission could determine the 
true value of the property.” To the extent that the Washington 
railroad commission had completed its valuations such identity 
was rendered compulsory by this construction of the statute. 

In ror1 the railroad commission act was recast and that body 
emerged as the public service commission. The judicial inter- 
pretation of the act of 1907 was written into the act of 1911 ina 
section which made the findings of the public service commission 
not only admissible as evidence, but conclusive evidence of the 
facts as to the data of the valuation, in any proceedings in which 
any official or department of the state and the company affected 
were interested.! The railroads opposed this restriction upon the 
tax board, and in 1913 an amendment was adopted which 
excepted the purposes of assessment and taxation from the scope 
of the public service commission’s findings of fact.? It is signifi- 
cant that having secured their amendment the railroads should 
move at once upon the tax commission with requests for reduc- 
tions aggregating $40,000,000. Some of these were allowed but 
some advances were also made so that the net reduction in 1913 
from the valuation of 1912 was about $309,000. The assessed 
valuation of steam railroads since 1912 are given below.* These 

1 Laws of Washington, 1911, ch. 117. 2 [bid., 1913, ch. 182. 

3 The assessed valuations of railroads in Washington since 1912 have been as 
follows: 


EQEQ action fade stan $135,522,077 TOTS oh iniscet este: $140,595,186 
TOLS eee e ee cree 135,213,180 POLO ei ole slslvce.ssatd 138,653,188 
TOLA I peeks aia 137,538,331 


State Board of Tax Commissioners, Report, 1916, p. 38. 


366 | THE STATE TAX COMMISSION 


figures indicate that the railroads have not found the tax board as 
lenient as they evidently supposed in 1913 it would be. The latter 
has no facilities for valuing the physical plant but if this factor is 
to become important in the appraisals of the two commissions, 
the wise plan would seem to be that followed in Wisconsin. Here 
the railroad and tax commissions control jointly the engineering 
staff which performs the physical survey and inventory; but the 
use to be made of the engineer’s data is left to the discretion of the 
respective boards. 

It should be added further that the Washington railroad com- 
mission did not confine itself entirely to the “ cost of reproduc- 
tion,” nor did it altogether disregard some of the more indefinite 
criteria of value which were so heartily condemned by the court. 
In fact, this body rejected the ruling of the Minnesota court to 
the effect that the controlling, and in fact practically the only 
element necessary to be considered in ascertaining the value of a 
railroad for rate-making purposes was the cost of reproduction.! 
The Washington commission reacted so far from this narrow 
view that it collected data upon every element of value which it 
believed that an intending purchaser would consider.2. While the 
equipment of the railroad commission for a valuation of this 
character was probably more complete and its results therefore 
possibly more reliable than those obtained by the board of tax 
commissioners, the sweeping and invidious contrast of methods 
drawn by the state supreme court was not justifiable. 

Notwithstanding this snarl in which the administration of the 
corporation taxes lay for some time, centralized administration 
has effected a better distribution of the tax burden between the 
railroads and other property. In 1goo the railroad assessment 
was 10.2 per cent of the total. This proportion had declined by 
1907 to 7.5 per cent, but it advanced to 13.5 per cent in 1911 and 
to 14.6 per cent in 1915. In 1916 it was 14.1 per cent of the total. 

In one respect the tax board is still dependent upon the public 
service commission, according to the ruling of the court in a 


1 Cf. Findings of Fact relative to the Valuation of Railroads by the Railroad Com- 
mission of Washington, 1909, pp. 6, 7. 
+ Tbid., pp. 7-13. 
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recent case. This case involved the right of the former board to 
classify railroad property as operating or non-operating property. 
The tax commission had classified as non-operating certain tracts 
which had previously been classed as operating property by the 
public service commission. The local assessors were directed to 
list and assess the properties in question. The court held that the 
tax commission was without authority to reclassify the property 
which had previously been classified by the public service com- 
mission. The former body must therefore wait until the latter 
has acted before including new acquisitions of property in its 
assessment as operating property and before assessing property 
the use of which has been changed.! 

The preservation of equity between the assessments of rail- 
roads and other property subject to the same rates of taxation 
demands that the former be equalized to the same percentage of 
true value that has been used in each district in assessing general 
property. Such an equalization was provided by the legislation 
of 1907, and thereby the legislature candidly recognized the con- 
dition into which general assessments had drifted; but it did not 
provide the machinery and funds for an adequate equalization of 
this property, and so it failed to appreciate the real difficulty of 
the problem before the tax board. Equalization in this sense 
imparts to the board’s methods much greater significance than 
they could have had if used merely as the means of distributing 
the state tax. The defects in the Washington plan of constructing 
the sales ratios have already been discussed. The importance of 
accuracy is seen in the fact that in 1914 the board found the true 
value of the railroads to be less than in 1913, but because of 
changes in the ratios the assessed valuation of this property was 
higher in 1914 than in 1913.2 The railroads have criticized the 
ratios as being too high;* on the other hand, the assessors are 
interesting in dodging state taxes— and criticisms from the 
board of tax commissioners — by overestimating their percent- 
ages,‘ and as a guide to an impartial course between these con- 

1 State Board of Tax Commissioners, Report, 1916, pp. 23-20. 
2 State Board of Equalization, Proceedings, 1913, p. 82, and 1914, p. 84. 


3 State Board of Tax Commissioners, Report, 1914, pp. 18, 19. 
4 State Board of Equalization, Proceedings, 1909, p. g. 
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flicting claims the commission’s only aid is its sworn testimony 
collected biennially. 

Street and electric railroads and telegraph companies have been 
valued as units in much the same manner as the railroads, and the 
equalized values have been apportioned to the tax districts on a 
mileage basis. The proper valuation of electric lines is compli- 
cated by the restriction of the board’s jurisdiction to the operating 
property while the local assessor remains responsible for the 
assessment of the light and power plants. It is often very difficult 
for the company to make a satisfactory segregation of values and 
any division made by the board and the local assessors is purely 
arbitrary.! The aggregate valuation of the telegraph companies 
is not large nor are the tax receipts important zm toto, and their 
significance is still further diminished by diffusion among the 
taxing districts. Local taxation of such property is relatively 
uneconomical and its ineffectiveness is an argument for diverting 
the tax into the state treasury. 

Previous to 1907 the express and private car companies had 
practically escaped all taxation. The latter had never been 
assessed, while the total taxes paid by the former had never, in 
any year since statehood, equaled $1000, which was the amount 
that the state usually offered each year in rewards for the appre- 
hension of express robbers. Taxes were paid only upon the tan- 
gible property and at such valuations as the company officials 
chose to return to the local assessors. Bills providing for the 
taxation of express companies on their gross receipts had been 
introduced into the legislature for each of the six years preceding 
1906. These measures had always passed the lower house but had 
invariably encountered indefinite postponement in the senate.? 
In view of this preliminary agitation in favor of the gross receipts 
tax and also in consideration of its use for express companies in 
the majority of the states the board of tax commissioners recom- 
mended a tax of 4 per cent on gross receipts, to be levied for state 
purposes as a privilege tax in addition to the local tax on tangible 
property.’ The estimated yield was put at $10,000 to $15,000 per 
year but the actual receipts have risen from $42,459 in 1908 to 


1 State Board of Tax Commissioners, Report, 1912,p.17. 2 Ibid., 1906, p. 106. 
* Tax Laws, ed. of 1907, p. 142. The rate actually adopted was 5 per cent. 
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$48,129 in 1916. The tax is levied on all sums earned or charged, 
whether actually received or not, for business done within the 
state. The returns of gross receipts have been checked by inspect- 
ing the books and various omissions have been detected and 
corrected.! 

The privilege tax of 7 per cent on the intrastate gross receipts 
of private car companies has not proved a source of any consider- 
able revenue for the state. In no year has the total exceeded 
$4000, and in 1916 it was only $1083. The usual difficulties have 
been encountered in checking the returns from these companies 
and doubt has been expressed by members of the board whether 
the private car lines were paying their fair share of taxes, though 
no data were available to prove or disprove the suspicion.? The 
greatest drawback to the system of gross receipts as applied in 
Washington is the restriction to intrastate receipts, leaving 
untaxed the state’s share of the receipts from interstate business. 
Notwithstanding the obvious inadequacy of intrastate earn- 
ings as a basis of taxation, the board recommended the gross 
earnings principle in this form, because of its views on the con- 
stitutional aspect of the case. The board was clearly in error in 
its opinion of the constitutionality of taxes properly levied on 
the basis of interstate receipts, and since 1907 the state has lost 
considerable sums which might have been collected had another 
view prevailed, fortified by a wider knowledge of the law.* This 
loss is magnified by the fact that the company determines the 
proportion between state and interstate business and is subject 
to no effective supervision in making the separation. 


THE SUPERVISION OF LOCAL OFFICIALS 


Supervision over the entire tax system was one of the functions 
conferred upon the board of tax commissioners by the original act 
of 1905. The appearance of this feature of the modern reform 


1 [nterview with the Board, July, 1911. In 1910 it was found that the companies 
had omitted the receipts from the money order business. 

2 Interview, July, 1911. 

3 Cf. Maine v. Grand Trunk Railway (1891), 142 U.S. 217. Also, Plehn, ‘‘ The 
Taxation of Public Service Corporations,” Proceedings of the National Tax Confer- 
ence, 1907, p. 640; also, Holcomb, “ The Assessment of Public Service Corpora- 
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movement in Washington marked the beginning of state control 
over the local assessment west of the Mississippi. The insertion 
of such a provision in the Washington law is therefore significant, 
not only because of its appearance in a state so far removed, both 
geographically and economically, from those states in which 
centralized administration had already emerged; but.also because 
the Washington legislature passed over the problem of corporate 
taxation to introduce central supervision of local assessments, an 
order of development that has been quite out of the ordinary.! 
While the law provided for central supervision of the local 
assessment process, the statutory provisions were too general to 
secure the best results. For instance, the commission was given 
the power to “‘ advise, confer with and direct assessors, boards of 
equalization and county commissioners as to their duties under 
the law,”’ and to direct proceedings against any of these officials 
for neglect or other violation. For the proper exercise of this 
function authority was also given to “‘ examine and test the work 
of the assessors during the progress of the assessments or at any 
time when it was deemed necessary and convenient.” To this 
end some member of the board was required to visit the counties, 
though no regular round of official calls was prescribed.? The plan 
for direct personal supervision offers great possibilities in promot- 
ing uniform assessments but its significance is materially dimin- 
ished in Washington by the provision for the procedure in case 
improprieties are discovered in the assessor’s work. The board 
is to bring the matter to the assessor’s attention, and, if the latter 
refuse or neglect to make the proper changes, the board is to 
report the facts to the county commissioners who shall present 
them to the county board of equalization. A more effective way 
of dissipating the suggestions and control of the central authority 
could hardly be devised. This policy is in striking but unfavorable 
contrast to the sharp and sure remedy available to the Kansas 
commission under similar circumstances, namely, removal of the 
assessor and reassessment of the property. The only way open in 
tions,” Proceedings of the National Tax Conference, 1911, pp. 188, 189 and cases 
cited. Also, Report of the Connecticut Commission on the Taxation of Corporations, 


1913, pp. 18-20. Ct above, cust: 
? Quotations are from the Tax Laws, ed. of 1907, pp. 113, 117, 118. 
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Washington for the removal of an official is that of prosecution 
before the proper court, a proceeding the chief result of which is 
apt to be loss of prestige for the board itself. 

The advisory relations between the board and the assessors 
have been maintained through visits, correspondence, and con- 
ferences, following the practice of most states having the county 
assessor system. The visits have been made at irregular intervals 
and, beyond furthering the acquaintance of members and asses- 
sors, have accomplished no results worthy of special comment. 
The correspondence has been extensive and varied and has been 
addressed to both taxpayers and officials. A valuable feature of 
the first biennial report was the publication of the more signifi- 
cant portion of the correspondence with officials upon questions 
of principle and procedure. Instead of assembling the assessors 
in official conferences the annual meetings of the assessors’ asso- 
ciation have been utilized for this purpose. This association held 
its eighteenth annual convention in January, 1916. Membership 
in the association is entirely voluntary but the tax commission 
now requires all assessors to attend the annual conferences. The 
travelling expenses are paid by the counties. The program is 
prepared jointly by the officers of the association and the tax 
commissioners and is supplemented by the reports of a series of 
committees. The recommendations contained in these reports 
have not always carried much weight, for the commission records 
that in 1906 the convention voted unanimously for a 60 per cent 
basis of assessment which was later as unanimously abandoned 
in the field.1_ A schedule of values for railroad assessment received 
the same treatment. One characteristic of the convention’s 
recommendations in 1910 was the emphasis upon the expert work 
which might be done, but which presumably had not been done, 
for the benefit of all the counties by the tax commission. Thus, 
the board was urged to visit each county in order to examine and 
adjust operating property of the railroads. These corporations 
are always ready to secure local exemption by extending the scope 
of their local operating property.? The court’s recent ruling 


1 State Board of Tax Commissioners, Report, 1906, pp. 8, 89. 
2 Cf. Proceedings of the 17th Annual Conference of the County Assessors, 1915, P. 34. 
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renders the tax commission helpless to correct such evasions, 
though the latter may continue to exercise precautions to insure 
that local assessors are informed as to the property which should 
be locally assessed. Another committee suggested that all steam- 
boats and registered floating property be listed and that the 
vessels assessable in each county, with the names of the reputed 
owners, be reported to the various assessors.! A third committee 
requested the appointment of an expert to value the mining 
property of the state and a fourth made the same suggestion 
regarding the telephone lines. In 1916 the tax commission 
entered into an agreement with the assessors whereby it deter- 
mined the valuation of the leading telephone companies as units 
and apportioned these valuations to the various counties. The 
real property of these companies was assessed locally. The assess- 
ment of the personal property was based on a physical valuation 
of their property which had recently been made by the public 
service commission. The net result was an increase of about 
$1,000,000 in the valuation and a much more equitable distri- 
bution of the valuation among the tax districts.’ 

The central feature of the tax commission’s supervisory author- 
ity is the power of “ general supervision of the tax system.” 
This expression has occurred in almost every law creating a tax 
commission; and it has generally been construed to mean a kind 
of harmless advisory supervision which has been unaccompanied 
by any authority to enforce the suggestions made or the advice 
given. The Washington court has construed the term to mean 
more than this, though the leading case did not involve, nor did 
the decision indicate, how far the commission might go in enforc- 
ing its suggestions.‘ Thus, the court held that “‘ general super- 

1 Later conferences began to recommend central assessment of all registered 
craft and in 1916 the tax board proposed a bill for this purpose. Cf. State Board 
of Tax Commissioners, Report, 1916, pp. 31-33. 

2 Proceedings of the 12th Annual Conference of the County Assessors, 1910, pp. 9, 
11. The suggestions offered in 1910 are typical of the practical recommendations 
offered by the conventions. The agitation against the tax commission was strongly 
condemned in ibid., 1913, p. 14; and at different meetings the federal government 
has been urged to hasten the survey of the unsurveyed lands, amounting in 1912 
to 450,000 acres. Jbid., 1914, p. 37. 


’ State Board of Tax Commissioners, Report, 1916, pp. 26, 27. 
“ Great Northern Railway v. Snohomish County, 48 Wash. 478. 


TAX COMMISSIONERS OF WASHINGTON 373 


vision ” meant more than a mere advisory oversight, but it did 
not then state just how much more. This point was dealt with 
more definitely in a more recent case, in which the court sustained 
the commission in a specific order to a county assessor and a 
county board of equalization. The court held that the state 
board’s supervisory power included the right to direct the county 
taxing officials! These cases have established the commission’s 
legal right to assume a thorough supervision of the tax system. 
But for two reasons little supervision of a positive character has 
been attempted. 

In the first place the law provides no thorough and effective 
means of control, such as the power of removing an official or of 
ordering a reassessment. Without some such recourse, general 
supervision, even as interpreted by the court, is of little practical 
avail since there is provided no method of effective procedure 
against the delinquent official. The commission must act, in all 
removal proceedings, through the regular slow-moving legal 
channels. Too much initiative in discovering abuses would be 
decidedly inconvenient if the only corrective lay in successful 
impeachment proceedings. The actual interference with local 
conditions is further diminished by the absence of appeal from 
individuals or tax districts to the tax commission. As a result of 
this absurd anomaly, the whole question of the equitable distri- 
bution of the tax burden within the county really falls outside the 
jurisdiction of the board of tax commissioners, and all appeals for 
relief of local inequalities go, very illogically, to the superior 
court of the county instead of to the board most fitted by its 
experience to deal with them. 

A second excuse for comparative inaction previous to 1913 
was the general unwillingness to increase valuations excessively 
because of the opportunities for local extravagance which would 
be thereby created. The situation paralleled that of Minnesota. 
The legal standard of true cash value for assessments had been 
lost for so long that the tax levies and many forms of expenditure 
had become adjusted to the condition of low valuations. In 
creating a body which was expected, through its supervisory 


4 State v. Cameron, 90 Wash. 407. 
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powers, to reform the basis of valuation, the legislature failed to 
place a limit upon the amount of money which might be levied 
or expended and this omission virtually blocked any action look- 
ing toward full valuation. The assessors voted again in rg1o to 
use a 60 per cent basis but the situation went along without 
change until 1913 when the law was changed to require an assess- 
ment not in excess of 50 per cent of full value.1 This action 
relieved the commission of its embarrassing position, though it 
offered little prospect of more equitable assessments. The com- 
mission may now push more energetically for the full legal valua- 
tion without the deterring influence of possible local extravagance 
to follow. On the other hand, the most unfortunate phrasing of 
the law permits the assessor to regard any percentage below 50 
per cent of full value as a legal basis of assessment and this 
renders the problem of equitable taxation quite as disturbing as 
before. It certainly does not lessen the need of strong central 
supervision of the original assessment. 

In addition to the more imposing supervisory authority out- 
lined above the board enjoys certain powers of a general adminis- 
trative character, such as the prescription of blanks and forms, 
the power of compelling the appearance and testimony of wit- 
nesses, and the production of documentary evidence. These 
powers are accessory and are attributes of every tax commission. 
Ordinarily they present no unusual opportunity for great reforms 
in the administrative system, though careful attention to them 
may eliminate much friction and loss of energy. In various direc- 
tions the board has introduced changes in the forms and methods 
used by local officials, some of which have been fruitful, others 
not. ‘ 

The first improvement deserving of special mention is that of a 
land and timber cruise of the state for the purpose of estimating 
the quantity and value of timber and timber land and other 
unimproved land. Such a survey of the state’s land and timber 
resources has been of great value in the assessment of these forms 
of wealth, and up to 1914 it had added approximately $72,000,000 


1 Laws of Washington, 1913, ch. 140. 
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to the tax rolls.1_ The acreage of timber lands was not reported 
separately prior to the timber cruises, but the board estimated 
that in 1905 such lands were assessed at an average value of 
$4.88. In 1914, 5,057,908 acres of timber land were assessed at 
an average value of $18.29 per acre. The timber cruises and the 
land maps which the counties have prepared are of rather unequal 
value. The cost was borne by the respective counties but some 
counties were unwilling to engage first-class cruisers, with the 
result that the returns were not entirely reliable. The assessor of 
Thurston county—in which Olympia is situated—professed to 
regard the cruise of that county as practically worthless for the 
existing condition of the county, as it had been made years 
before and had not since been properly revised.? This has been a 
general defect in the cruises. But notwithstanding the short- 
comings of these surveys, they constitute the only possible means 
of properly assessing timber lands and they were emphatically 
endorsed by the county assessors in their annual convention of 
1g10.* The assessors’ committee on timber lands in this year 
urged that the state board of equalization use the cruises instead 
of the acreage in comparing the different timber counties. This 
suggestion indicates that the equalization methods then in use 
impressed even the county assessor as inadequate. 

Another change instituted by the board has been the extension 
of the personal property list to include some fifty-five items. This 
enlargement of the list of items marks the entrance upon the last 
phase of the struggle to tax personal property under the uniform 
rule — the theory being that evasions can be diminished by desig- 
nating with great fullness the kinds of property which the assessor 
is to seek. It cannot be shown that this enlargement of the per- 
sonal property schedule has anywhere accomplished its purpose. 


1 The returns of timber and unimproved lands as equalized by the county boards 
have been as follows: (millions) 


1906 1908 1910 1912 1914 1916 

Unimproved land........... $80.6 $55.9 $63.3 $62.6 $69.2 $66.6 
‘Bimpber anid’ scytasie seers « ‘ 73.9 76.4 89.4 93-5 85.8 
Dotal ca an.ranrotes ovo $80.6 $120.8 $130.7 $152.0 $162.7 $152.4 


2 Interview with the county assessor, July, 1911. 
3 Proceedings of the Annual Conference of the County Assessors, 1910, pp. 8, 9. 
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Many of the items added by the Washington board have brought 
only insignificant amounts of property upon the tax rolls, and all 
of the groups added relate to various forms of tangible property. 
Thus, in the group of farm animals, there are eight items, with a 
total of fourteen subdivisions; and for unproductive personal 
property, such as household furniture and personal belongings, 
there are at least seven items. Notwithstanding these efforts to 
improve the assessment of personal property there has been but 
little real gain. The total amount of taxable personal property, 
after deducting the exemptions, has risen only from $82,100,000 
in 1906 to $124,500,000 in 1916, or an average yearly increase of 
about $4,000,000. Further, owing to the exemption of credits in 
1907, the increases have been almost entirely in the tangible 
groups, as is to be seen in the table given as an appendix to this 
chapter.1 

It is evident from this table that since the amendment of 1907, 
which excluded ‘‘ mortgages, notes, accounts, moneys, certificates 
of deposit, tax certificates, judgments, state, county, municipal 
and school district bonds and warrants’ from the definition of 
property subject to taxation, the term ‘“‘ personal property ” has 
referred in Washington almost, exclusively to tangible personalty. 
The results of the assessment of this class show that the largest 
relative increases have been made in household and personal 
effects, and vehicles, both of which are, in the main, unproductive 
forms of property. The largest absolute increase occurred in the 
assessment of merchants’ and manufacturers’ materials and mer- 
chandise, although the assessment of this property was doubtless 
inadequate, even on a 50 per cent basis. A smaller proportion of 
the increase has been borne by farm animals than has been the 
case in some other states. 

The attempt to tax intangible personalty under the general 
property tax has been the cause of more inequality and injustice 
in the American tax system than any other single factor. In this 
respect the Washington board of tax commissioners found a most 
unsatisfactory state of affairs. The agricultural counties, with 
small population and less wealth, were paying taxes on larger 


1 Cf. below, p. 384. 
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assessments of moneys and credits than the counties containing 
the cities of Tacoma and Seattle.! This distribution of the assess- 
ment was equalized somewhat in 1906, though the total amount 
of moneys and credits returned was only $6,168,412, while the 
banks of the state reported deposits of nearly $130,000,000. In 
view of these disappointing results, the members of the board 
submitted, in their first biennial report, individual statements 
setting forth their views upon the subject of credit taxation.2 A 
majority took the position that “‘all property in the state, except 
such as is devoted to the use of religious and charitable institu- 
tions, should be taxed in some form and in some amount.” The 
discussion of the problem led in 1907 to the recommendation of a 
constitutional amendment which would have permitted the 
classification of property. The legislature voted to submit the 
amendment, but it was lost at the polls in 1908 by a large ma- 
jority. This adverse vote was due to the failure of many people 
to understand the purpose of the proposed amendment, to the 
belief of the clergy of the state that the exemption of church 
property was endangered, and to the opposition of the railroad 
interests.’ 

The report of the minority member of the commission, who had 
advocated the exemption of all credits, was virtually accepted by 
the legislature in the bill for the exemption of credits, which was 
passed in the same session in which it had endorsed the classifica- 
tion amendment.t This act was promptly contested in the courts 
and in the assessment of 1908 the board ordered assessors to list 
moneys and credits, but the order was not generally obeyed.® The 
state supreme court sustained the constitutionality of the law 
except as to ‘‘ moneys,” on the ground that the taxation of credits 
was double taxation and not in harmony with the constitution.® 
On the other hand, it said that money “ possesses such value by 


1 State Board of Tax Commissioners, Report, 1906, p. 159. 

2 [bid., pp. 130-162. 

3 Tbid., 1908, p. 44. 

4 Laws of Washington, 1907, ch. 48. 

5 Custis, “‘ Taxation of Intangibles in Washington,” Quart. Journ. Econ., xxiii, 
p. 718. 

6 so Wash. 164. 
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way of immediate purchasing power as, in effect, robs it of a mere 
representative character and clothes it with the dignity of 
property having intrinsic value.” 

As thus construed, the act remained doubtful on one or two 
points. It was obviously not the intention of the legislature to 
exempt bank stocks, as an act providing for their taxation had 
been passed in the same session.! But the status of other stocks 
and bonds has remained unsettled though the consensus of 
opinion has been that they were to be exempt. Similarly, the 
board held that bank deposits were ‘‘ money ” and ordered the 
assessors to list them. The assessor of King county refused and 
his example was followed by many others. The returns in the 
table below show that moneys have been virtually exempted by 
common consent. The table shows too that the general property 
tax has broken down, and is fast becoming simply a tax on tan- 
gibles. The legislation of 1907 has hardly remedied the situation, 
which requires a thoroughgoing revision of the constitutional 
provisions relating to taxation as the basis of sound tax reform. 
The commission has consistently advocated the abandonment of 
the uniform rule, but thus far (1917) without success.” 

From the above review, it is clear that centralized administra- 
tion of the tax system in Washington has not yet gone far enough 
for the most effective results. In consequence, the board was 
able to push its reforms just far enough to fall foul of criticisms 
from all quarters. Valuations were raised but the tax burden re- 
mained oppressive. The legal basis of valuation has been lowered 
but it now authorizes more chaotic assessments than had pre- 
vailed under the old system. The courts have sustained the 
commission’s attempts to exercise coercive power but adequate 
remedies and procedure for the achievement of effective results 
are still lacking. Without these remedies the county assessor may 
display all of the traits of inefficiency and incompetency which are 
usually regarded as the attributes of the township assessor. The 
most troublesome classes of intangibles have been exempted 

1 Laws of Washington, 1907, ch. 46. 


* Cf. State Board of Tax Commissioners, Report, 1910, pp. 21, 22; ibid., 1912, 
PP. 13, 14; tbid., 1914, pp. 12-20; ibid., 1916, p. 28. 
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but serious inequalities remain in the assessment of real estate 
and tangible personalty. The tax board was charged with the 
supervision of the tax system of a great state but the legislative 
appropriations did not permit the development of an adminis- 
trative staff of sufficient dimensions to maintain vital contacts 
with the local officials. The people have not generally appre- 
ciated these defects in the tax administrative system and the 
board of tax commissioners received the censure for the failure 
to accomplish more. So strong was the criticism in 1912-13 that 
an attempt was made to secure the abolition of the board. The 
removal of the tax commissioners from the state board of equal- 
ization was quite evidently a political move inspired by those 
who sought the ultimate destruction of the board of tax com- 
missioners. 

There has been the beginning of a reaction from the county 
assessor system under the county option plan of allowing the 
people to decide between the county and the township forms of 
local organization. In 1908 Spokane county adopted the town- 
ship form and in 1910 the same step was taken by Whatcom 
county. The board declared these changes to be “ disastrous to 
uniformity in assessment and equality in taxation,” and cited the 
sworn testimony of the Spokane county assessor to the effect that 
he was obliged to reduce the ratio of assessment in the incor- 
porated cities in order to protect them against the discrimination 
being practiced by the township assessors.1 The county assessor 
in these counties remains in general charge of the assessments, 
and the board, following the parallel of the Great Northern 
decision, has ruled that his supervision over the township asses- 
sors was mandatory in character.? But, as in the case of the 
central authority and the county assessors, no adequate means 
exists for enforcing the suggestions that have been made, and so 
the supervision remains only a name. 


1 Cf. State Board of Tax Commissioners, Report, 1910, pp. 17, 18. 
2 Circular letter of May 2, 1911. In the files of the Board. 
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THE INHERITANCE TAX 


The inheritance tax was adopted in Washington in 1901, but 
owing to the failure to provide for its effective administration it 
fell into decay and was evaded by most estates.? The board of 
tax commissioners was required to supervise the collection of the 
tax and it began at once an energetic search of the county probate 
records, followed by prosecution of all possible cases for the col- 
lection of back taxes. Within a year the probate files had been 
examined in approximately 20,000 cases in 19 counties, and taxes 
aggregating $41,558 had been collected in 192 cases, while 470 
other cases were pending in which a tax was due but had not been 
collected. In many cases, in which the estate had consisted of 
personal property, a settlement had been made and the property 
transferred to nonresidents. In 1916 the board reported that 
several thousand old unreported cases had been discovered. 
Investigation of these cases added greatly to the work of the 
department but yielded very small financial returns to the state.* 

The board has continued its activity in scrutinizing the reports 
of probate cases and has handled about 3500 returns annually. 
This has involved a considerable additional burden since all 
estates returned must be examined whether a tax is due or not. 
In addition to the purely administrative duties imposed, the 
board has been called upon to assist in the defense of the law 
before the highest state court. Furthermore, the labor of prose- 
cuting the claims of the state has fallen upon it, necessitating 
an appearance in hundreds of cases before the various state 
courts.* 

The most serious weakness in the inheritance tax law, from the 
administrative side, has been the lack of influence which the 
board might exercise over the appraisal of estates taxable under 
the law.’ The board may file with the court an exception to the 
appraisement and the court will then review the valuation placed 

1 Laws of Washington, tgo1, ch. 55. 
* State Board of Tax Commissioners, Report, 1906, p. 8. 
3 [bid., 1916, p. 7. 


4 Tbid., 1914, pp. 7, 8. 
5 Tbid., 1906, p. 16. 
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upon the property; but without the privilege of being repre- 
sented upon the original appraisal board it is at times difficult to 
detect undervaluation. 


Tue STATE ExcIsE BOARD 


In 1909 the board of tax commissioners was made a state excise 
board with the duty of supervising the issue of annual state liquor 
licenses and collection of the charges therefor.! This additional 
drain upon the time and energy of the board presents the advan- 
tage of bringing another of the state’s sources of revenue under the 
jurisdiction of the head of the fiscal system. There is the possi- 
bility, however, of diverting the board from the more fundamental 
duties of its office through the multiplication of relatively unim- 
portant tasks in connection with minor sources of revenue. This 
is true of the present case, in which public welfare demands that a 
certain supervision be exercised over the conditions attending the 
traffic in liquors. It is not within the board’s province to under- 
take adequate supervision of the liquor traffic, and to do so would 
involve the neglect of more important duties. On the other hand, 
this business requires a certain supervision which it will not 
receive while the board is in charge. As in the case of West 
Virginia, the writer is inclined to recommend that the tax board’s 
time and energy be freed for more significant phases of the fiscal 
administration. 

ESCHEATS 


Following the board’s recommendation the function of escheat- 
ing officer for the state was given it in 1907.” It was well known 
that in many cases the laws providing for the escheat of property 
had not been enforced and that it was increasingly easy for impos- 
tors to take advantage of this laxity. The board has fought these 
cases with diligence, and for the biennium 1913-14 the collections 
amounted to $59,158.* 

1 State Board of Tax Commissioners, Report, 1910, p. 34. 


2 [bid., p. 129; ibid., 1908, pp. 99, 100. 
3 [bid., 1914, p. 36. 
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RECOMMENDATIONS 


The Washington board of tax commissioners has been very 
active in recommending changes in the tax system, and has had 
the satisfaction of seeing some of its suggestions adopted. The 
principal instance of the adoption of a minority view upon an 
important question was in the case of the exemption of credits in 
1907. Some of the more important recommendations of recent 
years have been the following: } 


1. A series of constitutional amendments designed to remove the uniform 
rule from the constitution and vest the legislature with greater 
discretionary power over the tax system. 

2. A revision of the method of taxing timber lands by basing the tax 
upon the cut instead of upon the standing timber. 

3. Central assessment and taxation of all public utilities. 

Compulsory statement of the true consideration in deeds. 

Central taxation of all motor vehicles for the benefit of the state 

highway fund. 

Assessment of all registered water craft by the state board. 

The exemption of household goods and mechanics’ tools. 


a 


an 


From a confidential but authoritative source comes the fol- 
lowing account of the recent legislative manipulations: 


Recommendations for the substitution of a single tax commissioner for 
the board of three members were made by Governor Lister in 1913, 1915 
and again in 1917. The suggestion was not taken seriously by the legisla- 
ture in 1913. When it was renewed in 1915, the legislature, which was more 
than three to one against the governor, attempted to abolish the tax com- 
mission entirely and parcel its duties out to deputies in various other offices. 
This plan was admittedly one to punish the governor. The bill was passed 
and was vetoed by the governor, and, although the majority in the legisla- 
ture had sufficient votes to pass it over his veto, they got cold feet at the last 
minute; or, what is reported to be the case, they found that they would be 
one vote short in the senate, and would not call up the matter for a vote. 
This left the State Board of Tax Commissioners intact, but its members, 
through other legislation passed at the same time, were removed from the 
State Board of Equalization and from the State Land Board. In 1017 the 
governor renewed his recommendation and had a bill presented to the legis- 
lature providing for a tax commissioner at a salary of $3600 and an assistant 
commissioner at a salary of $2400 together with such other help as was 
necessary. The legislature, which was again of another political faith, 


+ State Board of Tax Commissioners, Report, 1912, pp. 13-31; ibid., 1916, 
Pp. 7-33. 
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passed the bill but, as a measure of punishment, placed the salary of the 
commissioner at $3000 and that of the assistant at $1800, and cut down the 
appropriation to such a point that no more help could be employed than was 
had under the board of tax commissioners. 


1 Italics supplied by the present writer. However the politicians may have 
fared in such disgraceful brawling, it is certain that the heaviest punishment was 
borne by the taxpayers. 

My correspondent added that the tax board had been the football of politics 
since its establishment, because of the desire of other state officials to divide the 
patronage which it controlled, and the belief of certain classes that its duties were 
such as could be performed by lesser clerks and deputies at a financial saving to the 
state. 
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CHAPTER XII 


THE STATE TAX COMMISSION OF MINNESOTA 


Ir has already been seen that the first regular state boards of 
equalization appeared in the middle west. Minnesota was 
admitted as a state in 1858 and two years later the legislature 
provided for a state board of equalization.! The forces which 
were operating to render such boards necessary in neighboring 
states were doubtless exerting their influence also in Minnesota. 
The transition from territory to state had occasioned a con- 
siderable administrative expansion.? The basis of the revenue 
system was the general property tax and this meant that the 
characteristic evils were in all probability present in greater or 
less degree. The conventional models of the time were followed in 
the first act on the subject and the state equalization board was 
given authority to equalize the biennial assessments of real estate 
only. The problems of personal property assessment were inten- 
sified by the great financial strain of the Civil War, and in 1867 
the board was required to equalize the annual assessments of per- 
sonal property also. No documents have been available which 
would shed any light upon the work of the state board of equali- 
zation in its earlier career, but it is a reasonable inference from the 
course of legislation that the experience of other states was being 
repeated. For instance, the original act establishing a board of 
equalization provided that the reduction of the local aggregate 
by the state board should not exceed one per cent. In 1878 the 
secretary and treasurer of state were withdrawn from the board, 
and the governor was required, with the consent of the senate, to 
appoint one member from each judicial district. The inclusion 


1 Laws of Minnesota, 1860, ch. 1. This board was composed of the elective state 


officers, ex officio. 
2 Cf. Minnesota Tax Commission, Report, 1914, ch. 8, especially pp. 176, 177. 
3 Laws of Minnesota, 1867, ch. 46. 
4 Tbid., 1878, ch. 1. 
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of members more directly representative of various districts, or 
more concerned with the tax burdens of those districts, is sugges- 
tive of the competitive struggle that was in progress to shift those 
burdens. The one per cent limit prevented the most successful 
use of log-rolling tactics in equalization but there was nothing 
to prevent a steady and rapid decline in the basis of original 
assessment, an outcome which the state board of equalization 
apparently could do nothing to check. 

Because of the early introduction and steady extension of the 
gross earnings method of corporate taxation, administrative 
problems of this sort have been historically less important or 
certainly less acute, than those arising from the general property 
tax. The first use of the gross earnings tax was its application to 
the St. Paul, Stillwater and Taylor’s Falls Railroad Company in 
1873.1 Other railroads were given the option of being taxed by 
this method and the state treasurer was made the collector of such 
taxes. The system of gross earnings taxation had been extended 
to several other classes of corporations by 1907, but the adminis- 
tration of these taxes remained in charge of various state officials 
until 1913 when the state tax commission was given complete 
administrative control of this division of the tax system. 

In rgor the legislature created a special tax commission and 
instructed it to frame a new tax code. The infiltration of ideas of 
tax reform from other states is seen in the suggestion, advanced in 
the legislative resolution, that the new tax code should “ include 
provisions for a permanent tax commission.” ? The special com- 
mission’s report was profoundly influenced, as was natural, by the 
recent progress in near-by states, especially Indiana, Wisconsin 
and Michigan. The existing conditions were only briefly analyzed, 
but the few comments on the situation depicted the familiar prac- 
tices of underassessment, evasion and discrimination.? As a 
remedy for the defective assessment of personal property it was 
proposed to extend the listing system and require the assessor to 
be more inquisitorial. This feeble makeshift was unconvincing 


1 Special Laws of Minnesota, 1873, ch. 111. 
2 Laws of Minnesota, 1901, ch. 13. 
* Report of the Commission to frame a New Tax Code, 1902, pp. 12, 13. 
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even to the codifying commission itself; for it added that if such 
measures failed to produce results far more satisfactory than 
any the state had yet known, the sooner the taxation of many 
classes of personal property was abandoned the better.! Of most 
interest in the present connection, however, was the special 
commission’s plan for central administrative supervision over the 
whole tax system, to be exercised bya permanent tax commission.” 
Extensive powers were proposed for this body and only the con- 
viction that the central appointment of a county assessor would 
be too advanced for the community to tolerate prevented the 
inclusion of a provision to this effect. County boards had been 
authorized in 1895, if it were deemed expedient, to appoint county 
supervisors of assessment,‘ but this official was left so completely 
under the control of the county boards as to give him no inde- 
pendent voice in the regulation of assessment conditions. Practi- 
cally no use appears to have been made of this provision and the 
present commission has consistently urged the establishment of a 
county assessor or supervisor who should be equipped with 
adequate resources and authority.® 

The report of the codifying commission was transmitted to the 
governor and legislature on January 10, 1902; but five years 
elapsed before the latter made any attempt to establish a per- 
manent tax commission. As adopted, in 1907,° the plan for a 
central administrative head of the tax system was not materially 
modified. The governor, with the approval of the senate, was to 
appoint a state tax commission of three members for a term of six 
years, at a salary of $4500. The appointees were to be persons 
known to possess skill and knowledge in matters pertaining to 
taxation. The new tax commission was given power to equalize 
assessments, though the old state board of equalization was to 
continue in existence until 1909, with “‘ full power and authority 


1 Report of the Commission to frame a New Tax Code, 1902, p. 15. 

212d ps Dt 23. 

SETOIG Ss 22 

4 Laws of Minnesota, 1895, ch. 294. 

5 Minnesota Tax Commission, Report, 1910, ch. 7; also, ibid., 1912, ch. 7, and 
ibid., 1914, pp. 2, 232. A bill for this purpose failed to pass the senate in 1913. 

6 Laws of Minnesota, 1907, ch. 408. 
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to review, modify and revise all of the acts of said commission in 
so far as they related to the equalization and valuation of prop- 
erty assessed for taxation. . . .”’ Liberal supervisory powers over 
the local tax system were also provided, including authority to 
order reassessments. The diversified system of corporation taxes, 
embracing gross earnings and ad valorem taxation, was not 
disturbed and in consequence the commission’s duties in this 
direction were in the beginning much less significant. 

The most important problem which the commission faced at 
the beginning of its career was local undervaluation. This con- 
dition, the natural product of decentralized administration, had 
actually been fostered by the methods and attitude of the state 
board of equalization. Of the influence of the latter the special 
tax commission of 1go1 had said: ! 

The state board of equalization had unconsciously encouraged a disre- 
gard of the rule of taxation prescribed by the constitution. Members of the 
board, naturally solicitous for the welfare of their respective districts, have 


generally sought to depress rather than to raise valuations in the counties 
constituting their districts. 


The act creating the commission made it appear that this body 
was expected to restore assessments to the legal basis of full cash 
value. But in undertaking this task several serious obstacles 
were encountered. Chief of these was the low level to which the 
actual assessments had fallen.2 So completely had the legal 
standard been lost sight of that the legislature and all subordinate 
levying bodies had taken cognizance of the situation by adjusting 
the tax rates to the lower valuations. In addition, the salaries of 
various local officials, the limits of local indebtedness, and of dif- 
ferent local taxes for specific purposes, had all been determined by 
the existing valuations, which, though in clear violation of law, 
had thus acquired a force both of law and of custom. Assess- 
ment at full value had become a legal fiction. The commission 
decided, therefore, that the sudden and complete enforcement of 
full valuation was not only quite impracticable but also very 


1 Report of the Commission to frame a New Tax Code, 1902, p. 26. 
? Minnesota Tax Commission, Report, toto, p. 125; ibid., 1912, pp. 105, 106; 
ibid., 1914, pp. 18-22. 
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undesirable without some limit upon the money that could be 
raised by the local authorities. In the absence of some check 
upon local levies, salaries, and debts, the funds available for local 
purposes would be increased far in excess of local needs; and this 
easy affluence would inevitably lead many communities into 
extravagance and wasteful living. Excessive increases in local 
taxes have occurred in some of the counties in which, for one 
reason or another, considerable advances have been made in the 
aggregate assessment.! The average increase for the state in the 
taxes levied from 1907 to 1913 was 70.21 per cent; but six coun- 
ties increased their total tax burden in this time by percentages 
ranging from 112.27 per cent to 390.41 per cent.” 

The road to higher valuations was blocked by other obstacles, 
most of which had been built up during the period of adminis- 
trative decentralization. Since 1878 the assessors of each county 
had been required to meet with the county auditor for the pur- 
pose of receiving instructions and the necessary blank forms. 
Originally designed to secure uniformity of assessments, these 
conferences became in time a school of instruction in non- 
uniformity as the chief business of the meetings came to be the 
assessors’ agreements concerning the percentages to be used in 
assessing different classes of property.* Not only did these per- 
centages vary widely for the several kinds of property in the same 
county; there was also great diversity in the schedules of per- 
centages adopted among the counties. Moreover, these meetings 
frequently became the scene of agreements to pare down the 

1 Tn 1908 the school officials of certain school districts of St. Louis county, hav- 
ing inadvertently made a higher levy for school purposes than was necessary after 
the increase of the iron mine assessments, applied to the commission for an abate- 
ment of the excess. This spirit of abstinence was short-lived; for in 1913 the total 
taxes in St. Louis county showed an increase over 1907 of 129.6 per cent. Minne- 


sota Tax Commission, Report, 1908, p. 139; 1914, p. 223. Cf. R. H. Little’s articles 
on the extravagant outlays for school purposes in St. Louis county, Chicago Herald, 
May, 1915. 

2 The six counties were Mahnomen, 390.4 per cent; Koochiching, 182.3 per 
cent; St. Louis, 129.6 per cent; Roseau, 122.2 per cent; Itasca, 114.1 per cent; 
Red Lake, 112.3 per cent. 

3 Cf. Minnesota Tax Commission, Report, 1908, pp. 64-70, for lists of assessors’ 
percentages; ibid., 1910, pp. 442-449; ibid., 1912, pp. 746-752. Cf. also the ex- 
perience of Kansas, below, p. 425. 
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assessments by reporting less than the true number of various 
forms of property. It thus became customary to list five horses as 
four, three cows as two, and so on through the list. In this man- 
ner it was possible for the assessor to favor his friends and also to 
hold down the tax duplicate for his district. 

In this dilemma between the law and the facts two possible 
policies were open to the commission. One was that of securing 
a limitation of the rates or the amounts levied locally in such a 
manner as to provide only the normal increase of funds notwith- 
standing the growth in assessed valuations. This horn of the 
dilemma had been seized by the legislatures of Kansas and West 
Virginia.2 The other alternative was to secure the establishment 
of the standard de facto as the standard de jure, thereby absolv- 
ing tax officials and the legislature from past sins. Precedents 
have not been wanting for this course, as Iowa and Illinois had 
actually authorized such a reduction of the standard of valuation, 
while the Washington tax commission had been recommending 
it for reasons similar to those encountered in Minnesota. The 
latter of these alternatives was chosen since the commission 
believed that a change in the legal basis of assessment was more 
practicable than the amendment of the multitude of laws resting 
upon the existing basis of assessment. However much one may be 
inclined to question the ultimate wisdom of this choice of alter- 
natives, events have made it tolerably clear that the commis- 
sions’s action was expedient under the circumstances. The 
difficulty met in securing legislative agreement upon the relatively 
simple matter of the system of percentage assessment is sugges- 
tive of the turmoil that would have followed the effort to secure 
a satisfactory readjustment of so many local interests as were 
involved in the full value and limited levy proposition. 

The reduction of the legal basis of assessment to 50 per cent of 
full value was recommended by the tax commission and in at 
least two legislative sessions bills to accomplish this purpose were 
introduced. In 1909 the legislature approved the principle but 
was unable to agree upon the percentage to be adopted, and at the 


1 Minnesota Tax Commission, Report, 1910, pp. 19, 20; ibid., 1912, p. 102. 
2 Cf. ch. 10, above, and ch. 13, below. 
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end of the session the commission’s bill found itself “‘ in the legis- 
lative ash heap.”” From this obscurity it was rescued two years 
later, dusted and furbished, and again offered for consideration. 
Two years had only intensified the differences of opinion concern- 
ing the proper percentage, however, and a marked disposition 
emerged to tax different classes of property at varying propor- 
tions of full value, according to their productive capacity and 
according to the degree of absentee or of urban ownership. The 
house of representatives proposed to assess homesteads at 33} per 
cent; all other real estate at 50 per cent; household furniture, 
wearing apparel, musical instruments and sewing machines at 
25 per cent; and all other property at 50 per cent, of full value.! 
The lower house was here striving, though somewhat blindly, 
against the great paradox of the general property tax, the in- 
equality of uniform taxation; but the senate refused to concur in 
the proposals for classification, and the bill was again lost. On 
at least two occasions, however, the legislature passed the follow- 
ing resolution: ? 

Resolved, That the state tax commission be, and is hereby requested to 
take into consideration in any regulation it may make as to the valuation 
of property for taxation, the values which have heretofore been given such 
property, and that the commission so act as not to create any radical changes 
in the present assessed valuations, such as would derange the relations which 
have been created, and now exist, between the incomes and salaries paid by 
different institutions, municipalities, and public offices throughout the state; 
and thereby allow the present relative values to continue until the next 
session of the legislature. 


This left the commission squarely planted “‘ between the devil and 
the deep sea.”’ The law, which it was sworn to maintain, required 
the assessment of all taxable property at full value; but the above 
resolution and a multitude of legislative acts virtually prohibited 
compliance with the statutory requirement. In reply to the host 
of inquiries from local officials and taxpayers as to the proper 
percentage of true valuation to be used, the commission could 
only point to the law requiring full value and to the resolution 
requesting no change, an eminently unsatisfactory situation. 


1 Minnesota Tax Commission, Report, 1912, pp. 106-109. 
2 Ibid., 1910, pp. 123, 124; ibid., 1912, pp. 107, 108. 
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The struggle for a change in the basis of assessment ended in 
1913 with the adoption of a law requiring the assessment of all 
property not otherwise provided for at varying percentages of 
full value.! All property subject to the general property tax is to 
be assessed in four classes, as follows: 

Class I. This class includes iron ore, mined and unmined; it is 
to be assessed at 50 per cent of full value. If unmined, the ore is to 
be assessed with the land, but the latter is to be listed as provided 
below. 

Class II. This group includes household goods and furniture, 
together with all articles actually used for personal or domestic 
purposes. It is to be assessed at 25 per cent of full value. 

Class III. Herein are grouped live stock, poultry, all agri- 
cultural products, stocks of merchandise with the furniture and 
fixtures used therewith, manufacturers’ materials and products, 
tools, implements, and machinery, and all unplatted real estate. 
These forms of property are to be assessed at 333 per cent of full 
value. 

Class IV. This class includes all other property, which is to be 
assessed at 4o per cent of full value. 

The law does not apply to mortgages, which have been subject 
to a registry tax since 1907,nor to moneys and credits, which were 
placed under a three-mill tax in 1911. As enacted, it represented 
a compromise of rather wide differences of opinion, and in its 
entirety it probably satisfied no one completely.? It did, how- 
ever, offer the supreme merit of relief from the earlier embarrass- 
ing dilemma and as such it is to be hailed as a distinct advance. 
For the first time in its history the tax commission was able in 
1914 to insist unflinchingly upon an assessment made in full 
conformity with the law. 

The changes in the basis of assessment opened the way to such 
a result. They did not, however, insure automatically perfect 
equality of assessment, nor did they render unnecessary a careful 
and painstaking equalization of assessments. The possibility of 

1 Laws of Minnesota, 1913, ch. 483. 

2 Minnesota Tax Commission, Report, 1914, p. 23. Also, Bullock, ‘‘ The State 


Income Tax and the Classified Property Tax,”’ Proceedings of the National Tax Con- 
ference, 1916, pp. 362-384. 
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variations in the actual basis of local assessments remained. 
Recognizing this, the commission has made unusual efforts since 
1913 to hold the local assessors to their duty and to check up their 
results with independent data of values. The methods used and 
the results obtained in the state equalization will be discussed 
here, and the new measures for supervision of the local officials 
will be taken up later in connection with the general topic of 
supervision.! 


EQUALIZATION 


Full power was given to the tax commission, when acting as a 
board of equalization, to make any changes in the valuation of 
real or personal property which, in its judgment, were necessary 
to perfect and equalize the basis for the equitable distribution of 
the tax burden throughout the state. It happened, however, that 
in 1907 and again in 1908 the county auditors’ abstracts of assess- 
ments were not returned in time for consideration before the 
stated meeting of the ex officio board of equalization, and in con- 
sequence the entire work of equalization in those years was per- 
formed by this board, except for the assessment and equalization 
of the iron mines. The first equalization undertaken by the com- 
mission, that of 1909, did not include real estate which is assessed 
and equalized only in the even numbered years. 

The principal device employed in the equalization of real 
estate has been the sales method, the technique of which has been 
so fully developed in Wisconsin.? Because of insufficient funds 
the Minnesota commission has not created a special statistical 
department to prepare these ratios. The field work of collecting 
the sales material is now done by special agents of the commission, 
who observe in general the same conditions as to the eligibility of 
the transactions as are laid down in Wisconsin.* The records of 
real estate transfers are always submitted to men in each county 
who are familiar with such transactions, and with their help a 
preliminary elimination is effected. The ratios themselves, cal- 
culated for platted and for unplatted lands in each county, have 


1 Below, pp. 414 fi. 2 Cf. above, ch. 8, pp. 244 ff. 
3 Minnesota Tax Commission, Report, 1916, p. 44. 
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been referred to the respective county auditors for comment and 
criticism. 

The lack of expert statistical assistance is more keenly felt in 
the later process of refining the data, a process which Professor 
Adams has held to be of equal importance with the field work.1 
Further, the collection and analysis of the data have not been 
made a continuous process, as in Wisconsin, but have been under- 
taken biennially in preparation for the real estate equalization. 
This plan is open to the disadvantage that through unfamiliarity 
with such work the results may be somewhat less accurate than 
if certain members of the staff were continuously in touch with it. 
The attempt to inspect a very large mass of transactions in a 
comparatively short time favors haste and error in the field 
work; and the clerical organization, possibly reinforced by new 
members recruited especially for this service, would lack the skill 
in scrutinizing and analyzing the reported data which would come 
only through long familiarity with the material. On the other 
hand, the later sales ratios have been made more reliable by the 
inclusion of data covering a longer period of time. In 1908 the 
figures used covered the sales for twelve months, scattered 
through the preceding six years. In 1g1o the commission in- 
structed the county auditors to collect the data for the preceding 
two years, but since 1912 the sales for a quadrennial period have 
been compiled by using, in each case, the data collected for the 
two years preceding the last equalization. This extension of the 
sales period naturally causes the average to lag behind the present 
level of values, a result which was not unwelcome in making the 
first equalizations of the classified assessment. The commission 
has felt that public confidence in the new law would be promoted 
by a conservative equalization of the returns.2 While the ratios 
have undoubtedly been improving in quality in recent years, for 
the reasons mentioned they are probably not as accurate as 
those prepared by the statistical department of the Wisconsin 
commission. 

In addition to the guide to land values which the sales ratios 
would furnish, the Minnesota commission has made use of various 


1 T. S. Adams, loc. cit. * Minnesota Tax Commission, Report, 1916, p. 45. 
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other sources of information in equalizing real estate. The rapid 
changes in land values and the abnormal character of many of the 
sales in the newer sections of the state would naturally vitiate to 
a large extent any comparison of stated consideration and assess- 
ment. The commission has made use of its general knowledge of 
the situation in these sections as an important check upon the 
sales ratios. An equitable gradation of assessments, though not 
necessarily at full value, has been promoted by the use of a map 
showing the township boundaries, by means of which average 
values in adjoining townships have been smoothed out.! 

The methods used in equalizing personal property before ro11 
were admitted to be ineffective. Per capita tests were applied to 
certain of the classes of personalty; while for other classes, 
especially the intangibles, the cities were arranged in groups and 
the figures ‘‘ smoothed out ” among the cities of each group and 
among the groups. The only object attempted was to place the 
counties on a basis of approximate equality.? In 1912 the census 
figures were used, but mainly for the purpose of discovering the 
counties in which the practice of omitting property appeared to be 
most prevalent.® 

The classification of property in 1913 opened the way for a 
strong positive stand on the question of assessing personal prop- 
erty according to law. The commission’s letters of instruction to 
local officials on this subject reveal the strong and earnest inten- 
tion of the state tax officials to secure a thorough, complete, and 
accurate assessment of this property. The equalization of such 
property is always extremely difficult and the tax commission may 
be pardoned the resort to somewhat more vague and general 
methods than those that have been developed for real estate. 
The Minnesota commission has made use of “‘ every available 
test that would throw light upon the value of such property,”’ but 
the only test specifically mentioned in 1914 was that of requesting 
the local public utilities, lumber companies, pulp and paper com- 
panies, and banks to furnish complete and detailed reports of all 


1 Minnesota Tax Commission, Report, 1916, p. 48. 
2 Interview with the commission, July, 1911. 
3 Minnesota Tax Commission, Report, 1912, pp. 33, 599, 600. 
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personal property owned by them in the state on May 1, 1914. 
The request was disregarded by several lumber companies and a 
number of the smaller utilities, an attitude which the commission 
properly construed as evidence of local underassessment in those 
cases.! It seems highly desirable that the local assessment of 
many forms of personal property should be inspected, “‘ sampled ”’ 
or otherwise checked up, but this has not been possible in Minne- 
sota on account of lack of funds. Office tests alone seldom afford 
a satisfactory means of checking up adequately the returns of 
personalty. 

The commission is gradually perfecting its method of dealing 
with personal property in equalization and in the report for 1916 
occurs a more detailed discussion of this problem than in any 
previous report. A special investigation of the logs and lumber 
taxable to milling companies was made in 1915 and again in 1916, 
resulting in net gains for the two years of $984,000. Household 
goods, grain and grass seed in the hands of producers, and stocks 
of foreign corporations were stated to be defectively assessed.? 
Had the commission extended the sort of inquiry that was applied 
in the case of the logs and lumber, it is entirely possible that the 
list of defectively assessed items would have been materially 
increased. 

With this review of the commission’s methods of equalization, 
attention will now be turned to the results. It is not ordinarily 
expected that the state equalization should secure large increases 
over the local assessment, and there is no intention to criticize the 
results, in Minnesota or elsewhere, simply because large increases 
have not been made. The equalizing board’s attitude toward the 
local basis of assessment is often reflected, however, in its own 
treatment of the local figures, and it is of course evident that the 
standards of the local officials will in turn be affected by this 
attitude. Water does not rise higher than its source. The first 
data to be examined will be the gross results of the equalization 
of real estate. 


1 Minnesota Tax Commission, Report, 1914, p. 41. 
* Tbid., 1916, pp. 60-66. 
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EQUALIZATION OF REAL EstaTH, 1908-16! (MILLIONS OF DOLLARS) 


Increase, | Increase, | Increase, 
Year Local County | Tax com-| co. b’ds tax com. | tax com. 
assessors boards mission over over over co. 
assessors assessors boards 
MOOG rye nals eee eee Me Oot 903.9 898.5 21.8 16.5 =5.4 
LOLO Tf eine tatinths: sare 955-4 975.0 | 1,062.4 19.6 107.0 87.4 
ROC 2st el el O49. Ont O72. 2) | TT SOLA 28.7 106.8 78.1 
ROTA ee ete eee Te2OS- 2! et 2ObeT | 1,27 402 56.9 66.0 9.1 
1916 Bee eet 200-7 a 840.0018 1. 300:0 47.9 70.9 23.0 
Inc. 1910 over 1908... . 73.3 71.0 113.8 
Inc. 1912 Over IgIo.... 88.1 97-3 137.9 
Inc. 1914 over 1912....| 164.6 192.8 123.8 
Inc. 1916 over 1914.... 90.5 81.5 95-4 


It is evident from the figures for 1908 that the former state 
board of equalization had not only completely ceased to be a 
factor in improving the basis of assessment, but that it was 
actually depressing that basis, as was charged by the special tax 
commission of tgo1. The aggregate figures after the state 
equalization in 1908 were some $5,400,000 below the total as 
returned by the county boards, a total which was itself only 
$21,800,000, or 2.47 per cent, above the original assessment. The 
first ratios of assessed to true value compiled by the commission 
were used only incidentally in this equalization; but taking them 
as a basis, the state as a whole was assessed at 43.48 per cent of 
full value.? Thirteen counties were above the state average and 
seventy-two below it; and of the latter, thirty-one were assessed 
between 30 per cent and 33 per cent. But the variations among 
the counties were quite extensive, ranging from 24.2 per cent to 
60.08 per cent of true value. It was apparent to the commission, 
from the compilation of results by assessment districts and by 
counties, that serious inequalities existed between rural and urban 


1 From the biennial reports of the commission. Since 1914 the figures include the 
ore-bearing lands, assessed at 333 per cent of full value. Iron ore, mined and un- 
mined, is not included. The valuation of the iron mines is discussed below, pp. 404 ff. 

2 The equalization of 1908 was performed by the former state board of equali- 


zation. 
3 Minnesota Tax Commission, Report, 1908, pp. 49, 51- 
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property, between lands and improvements thereon, between 
improved and wild lands, and between individual parcels of land. 
For these intracounty inequalities the work of the state board of 
equalization afforded no relief whatever. 

In 1910 the assessors did little more than register natural 
increases in property and probably left untouched the basis of 
valuation. The county boards lost ground as compared with 
the assessors, while for reasons which have already been noted, 
the tax commission made a very conservative equalization of the 
local figures, adding the comparatively small sum of $87,400,000 
for the entire state, or 8.9 per cent.! This time it was assumed 
that the great bulk of property had been assessed at about one- 
third of full value. Counties that were too far from this average 
were brought to it, though in general as few reductions as possi- 
ble were made and there was no change at all if the county ratios 
were within ro per cent of the state average. The figures for 1912 
show a slight gain all along the line, though the commission con- 
fessed to much disappointment in the outcome. The preparations 
for a vigorous assessment had been extensive, and it appeared 
not unreasonable to expect, in view of the natural growth of 
property values, that the figures established in 1910 should be 
maintained. But the local returns in forty-seven out of eighty- 
six counties showed a decline from the assessment of 1910, 
although increases by county boards overcame these reductions 
in all but nineteen counties. The commission ordered increases 
in each county, the amounts ranging from 5 per cent to 60 per 
cent. On the other hand, its increases over the county boards fell 
off from the advance made in 1910 by approximately the same 
amount that those of the latter rose above the local figures of 
1910, because of the keen anxiety not to advance the aggregate 
assessment unduly. 

The results since 1914 are not strictly comparable with the 
figures for former years, because of the change in the basis of 
valuation through the introduction of the system of classification. 
Further, the method of construction of the sales ratios since 1914 


1 Cf. below, ch. 13, for the phenomenal increase made by the Kansas Tax Com- 
mission in its first equalization, 
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tended to yield more conservative estimates of full value, a 
result of considerable practical advantage in avoiding the 
development of opposition to the new tax measure. Increases 
were ordered in forty-four counties, ranging from 5 per cent to 
20 per cent in towns, and 5 per cent to 25 per cent in cities and 
villages. Decreases of 5 per cent to 20 per cent for towns and ro 
per cent to 123 per cent for cities and villages were ordered in 
eleven counties.? The net result of these changes was an increase 
over the figures of the county boards of $9,100,000, an amount 
which was justified apparently by the much more vigorous action 
of the latter and by the change in the basis of valuation. It has 
been suggested above that the percentage basis of assessment 
would not diminish the necessity of a careful and thorough 
equalization of the local returns. The commission’s experience 
in 1916 appears to confirm this conclusion. Action for either 
increase or decrease of the local assessment of real estate was 
taken in all but nineteen counties, with a net increase of $23,000,- 
ooo over the figures of the county boards. The results of the state 
equalizations of 1914 and 1916 are not published in greater 
detail; but on both occasions the commission concluded that, as 
equalized, the assessment of the several classes of real property 
conformed as closely to the statutory percentages of full value as 
human judgment could make it.’ 

Such tests of the results as it is possible to make from the data 
at hand tend to confirm this conclusion. They indicate also that 
much progress has been made since 1910 toward more equitable 
assessments. The first test is that of a comparison of the average 
equalized values since 1910 with the census valuation of farm 
lands in rg10. This is shown in the table on the next page. 

This comparison affords only a rough test. One-third of the 
census average valuation is taken as the basis, since lands have 
been assessed approximately on that percentage. In 1910 the 
commission evidently equalized on a somewhat lower basis, with 
larger numbers of counties in groups 1 and 4, and a much smaller 

1 Minnesota Tax Commission, Report, 1914, p. 37. This was done by taking 
the average for a quadrennial, instead of an annual, period. 


2 Thi pa 5s 
3 [bid., p. 64; ibid., 1916, p. 48. 
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CoMPARISON OF AVERAGE ASSESSED VALUE OF FARM LANDS, 1910-14, WITH 
Census AVERAGE VALUE, 1910. NUMBER OF COUNTIES IN EacH GROUP 


Average 4 of census As equalized, As equalized, As equalized, 1914 
Group per acre valuation, 1910 I9QIO IQ12 4 of full value 
T. G2 tsiOo nL aneen aes 12 2I 16 wits 
2 G6=58:90) veenke hens 16 14 16 II 
3 O=lT.00 oer ene 15 16 10 8 
Ae VAL cette eee 19 24 16 be) 
ce SIV OO meee 17) 5 20 8 
6 918=20/00mcie eee 4 2 15 
7293.00 eure eden I ° I 10 
8 24 and over....... 2 Bg 2 9 
Motalicountiess. en se 86 851 86 86 


number in group 5, than were warranted by the census figures- 
There were no counties equalized in group 7. In 1912 there was 
considerable progress toward the census gradation of values, an 
advance which may be regarded as indicating a more equitable 
assessment of farm lands. The general though uneven rise in land 
values renders a comparison of the figures for 1914 with the census 
figures of little significance. It is of interest, however, to note the 
pronounced shift into the three highest groups. 

The assessment of 1910 was clearly not satisfactory. The evi- 
dence to this effect in the above table is borne out by the com- 
mission’s own sales ratios for that year. The ratios showed that 
the southern counties were assessed on a much lower basis than 
the middle and northern counties. Seventeen out of thirty-one 
counties in the southern third of the state (the counties south of 
the Minnesota River) were assessed below 30 per cent of full 
value; while only twenty-two out of fifty-four counties north of 
this line were assessed below that level. The low counties were not 
equalized up to the state average, which accounts for the small 
number in group 5 of the table above. According to the census 
figures, fifteen of the southern counties should have been equalized 
in this group, $15.00-$17.99, but were actually equalized in lower 
groups. Five other southern counties were placed in lower 
groups than their census valuation warranted. On the other 
hand, certain northern counties which were assessed far above 


1 Pennington county omitted from commission’s figures in 1910. 
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the state average were not reduced, though reductions were 
made in the case of southern counties. For instance, Redwood 
county, in the southwestern part of the state, was assessed at 
46.48 per cent, and was equalized at 34.86 per cent. But no 
changes were made in the following northern counties, with 
higher ratios of assessed to true value: Cook, 47.45 per cent; 
Crow Wing, 47.19 per cent, and Mahnomen, 67.92 per cent. 
Lake county at 45.03 per cent, Becker county at 43.07 per 
cent, Cass county at 41.79 per cent, and Itasca county at 40.33 
per cent, were also untouched by the commission, though Fari- 
bault county (southern) was reduced from 33.16 per cent to 31.71 
per cent of full value and Blue Earth county was left at 29.80 
per cent. There is little doubt that in 1910 the southern third 
of the state was assessed and equalized on a more lenient basis 
than the remainder of the state. 

The ratios of assessed to true value since 1910 are not available 
but the average assessed values per acre have been published.! 
From these figures it may be seen that in 1912 the assessors and 
county boards of many southern counties did not make adequate 
increases over 1910. The commission dealt more vigorously with 
the results, however, and allowed the local figures to stand in only 
four of the thirty-one counties south of the river, while this was 
true of twenty-two counties north of that line. In 1914 the aver- 
age values of the southern counties showed, in many instances, a 
considerable increase over 1912; indeed, so great were these 
increases that the commission was compelled to reduce the local 
figures in seven southern counties. The Red River valley was 
the scene of the principal increases in the north. Surveying the 
results since 1910 as a whole, it is clear that encouraging progress 
has been made in the direction of a smoother gradation of county 
average assessed values over the state. 

It is impossible to test the distribution of tax burdens between 
rural and urban real estate, but the use of the sales ratios has 
doubtless furthered equality of this sort. It is of some interest to 
note, however, that the changes in the basis. of assessment in 


1 Cf. the maps showing average assessed values per acre, Minnesota Tax Com- 
mission, Report, 1912, p. 43; ibid., 1914, p. 63; ibid., 1916, Pp. 54. 
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1913 resulted in shifting a portion of the state tax from rural to 
urban real estate, and from the larger to the smaller cities. The 
aggregate assessment of rural and urban realty since 1g12 are 
here given: 


ASSESSMENT OF LANbs, Lots AND IMPROVEMENTS, 1912-16! (MILLIONS) 


Farm lands _ Lots 

improve- improve- 
Year Acreage ments Total Lots ments Total 
TOLQ eee pOOSS $67.8 $751.6 $196.6 $202.2 $398.8 
DO LA stance 530.7 73.0 603.7 186.3 214.1 400.4 
TOLOig ee an aes 575.1 82.5 657.6 198.9 233.4 432.3 


The assessed value of rural real estate is seen to have declined 
from about 70 per cent of the total in 1912 to 60.1 per cent in 
1914. This percentage was sustained in 1916. The effect of this 
decline is to shift a greater proportion of the tax burden to urban 
property. In the actual assessment rural property is further 
favored by the universal practice of neglecting structures in the 
rural districts. The farm is valued as a whole and only a nomi- 
nal allowance, if any, is made for buildings and other farm 
improvements.” 

It was quite evidently the intention of the legislature to favor 
the rural taxpayers in the classification law of 1913. As Professor 
Bullock has pointed out, the assessment of unplatted real estate 
at 33% per cent, platted real estate at 40 per cent, and iron ore at 
50 per cent of full value means that urban realty is taxed about 
20 per cent more than rural for state and county purposes, while 
iron ore is taxed 50 per cent more than rural realty and 25 per 
cent more than urban real estate.* The rural element, dominant 
in the legislature, placed their own interests first, those of their 
city neighbors second, and those of the mine owners last and a 
long way behind. 

The problem of correcting real estate assessments involves only 
one variable, the basis of assessment. The quantity of land is 
fixed, and there is small opportunity of scaling down the area to be 
listed, or for evasion. But in the assessment and equalization of 

! From the biennial reports of the commission. 


* Minnesota Tax Commission, Report, 1916, pp. 52, 53. 
3 Bullock, loc. cit., pp. 370, 371. 
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personal property there are two variables — quantity and value. 
For this reason it is exceedingly difficult to correct a defective 
assessment by equalization. There is a much better prospect of 
securing equitable results through supervision of the original 
assessment, with the authority to order reassessments when 
necessary. The detailed changes in the personal property assess- 
ment will be considered, therefore, in connection with the discus- 
sion of the commission’s supervisory powers. At this point it will 
suffice, perhaps, to recall that the methods used in equalizing 
personal property previous to 1914 had been quite superficial.! 
The equalization data which are published, by their very detail, 
prove this inadequacy. The commission ordered a definite per 
cent of increase or decrease, by items of property, for counties 
and even for tax districts,’ but the very number of detailed per- 
centage changes proves toomuch. The published reports contain 
no specific information as to the character of the data upon which 
a large proportion of these corrections of the local tax rolls have 
been made, and it seems highly probable that the equalization of 
most classes of personal property has always involved a liberal 
proportion of guesswork. 

The proportion of the tax burden falling upon personal prop- 
erty has depended upon the severity of the equalization. This 
proportion of personal to total property as assessed and equalized 
is shown below: ? 


PERCENTAGE OF PERSONAL TO TOTAL PROPERTY 


As equalized 

As assessed by By county By state tax 
Year local assessors boards commission 
TGCS ee creed Me cnet a eew, | LZs3 20.9 21.6 
SION MOvE oe Sear eater OVER OMAR ort rater 4oT% 20.8 19.7 
TOT eee at ie aetna wn taal te Le LOSS 19.6 18.8 
IH Siemo py OO Leu orm orem Lee 14.9 D5az 
OL Omani scusiencteneeene crea Mee SO 14.7 14.9 


The declining efficiency of the local assessment in reaching per- 
sonal property is shown by the steady though gradual decrease in 

1 Cf. above, pp. 395, 396. 

2 The detailed percentage changes for each tax district and class of property are 


published in the biennial reports. 
3 From the biennial reports of the commission. 
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the proportion of personal to total property returns. In 1908 the 
tax commission took a somewhat more vigorous stand than the 
county boards, but in 1910 and again in 1912 the state equaliza- 
tion resulted in actually reducing the proportions established for 
personal property in the county equalization. This result was 
really due to the commission’s superior methods of equalizing real 
estate and not to an actual reduction of the county totals. The 
equalized percentages for 1914 and 1916 indicate that the county 
and state officials were impressed with the necessity of recogniz- 
ing, in the equalization, the concession which the law of 1913 
made to personal property. The local assessors, on the other 
hand, displayed the inertia so characteristic of such officials. 
With many classes of personal property admittedly under- 
assessed, it would hardly arouse the assessors to greater efforts 
to learn that the equalized totals in 1916 shaded below the 
proportion which they gave to personal property in the original 
assessment. 


ASSESSMENT AND EQUALIZATION OF THE [IRON MINING 
PROPERTIES 


While the Minnesota tax commission was, until 1914, the 
victim of circumstance in equalizing property assessed under 
general laws and was consequently forced to temporize, and 
finally to secure a fractional basis of assessment, it was able to 
rise above circumstances in the assessment and equalization of the 
ore properties; and its treatment of this difficult problem has 
been marked by vigorous methods and encouraging results. In 
the case of other property, virtually nothing was done to raise the 
basis of assessment; and, indeed, many serious obstacles were 
encountered in the way of any advance. But the assessments of 
mining property have been enormously increased, notwithstand- 
ing the fact that every argument urged against higher valuations 
for the remainder of the state applied as well in the ore-producing 
counties. The mine assessments were increased, notwithstanding 
debt limits, tax levies, and local salaries based on the old level of 
assessments. The real reason for this difference in treatment is to 
be found in the state of public opinion. This all-powerful force 
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would not tolerate higher valuation of general property, and the 
commission stood still; it demanded higher assessment of the ore 
property, largely foreign-held, and the commission acted with 
vigor and effectiveness despite the perils of extravagance to which 
its action exposed the ore counties. The consistency with which 
this tax policy toward the iron mines has been maintained is 
shown by the treatment of this property in the classification law 
of 1913. The iron ore properties are now legally subject to higher 
taxation than anything else in the state. This is another illus- 
tration of the unfortunate principle upon which the Minnesota 
law of 1913 is based — classification according to ownership 
rather than according to the taxable capacity of the property.! 
It is hard to see how a law written in such a spirit can do other 
than foster the spirit of discrimination in taxation. 

It is not to be inferred that the problem of equitable assess- 
ment of the ore properties was not approached by the commission 
in all earnestness and sincerity. There is little doubt that the 
situation demanded serious attention, for the mining properties 
were unquestionably assessed on a lower basis than the remainder 
of the state. The advance of these assessments to the state 
average subjected the ore counties, therefore, to all of the perils 
against which the remainder of the state was carefully shielded; 
and yet, such was the state of public opinion that the incongruity 
of the general attitude on the question of full valuation was not 
perceived, indeed not suspected. 

The results of local valuation of the ore properties very well 
illustrate the chaos into which local assessors so often fall when 
attempting to deal with a problem far beyind their grasp or 
capacity. The commission described the situation as follows: * 

The attempts of assessors to value iron ore properties were accompanied 
by complaints of inequalities among iron mine owners that finally created 
a sort of de facto board of equalization, which determined the value of the 
different operating mines according to output.... Every two years the 
mining representatives met at Duluth and distributed the real property 
assessment over the operating mines, according to their output. The small 


mines were the losers and the larger and more valuable mines the gainers by 
this method of valuation. . . . Prior to 1907 the tonnage tax, and after 


1 Cf. Bullock, loc. cit., pp. 37°, 371. 
2 Minnesota Tax Commission, Report, 1908, p. 114. 
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that date the valuations, continually shifted with the growth of the prop- 
erties, and the distribution to mines according to output prevented the 
establishment of any principle of local assessment. 


Self-assessment has not been an uncommon thing in the history of 
corporate taxation, but it is rather unusual — though hardly 
surprising under the circumstances — to see the property owners 
so completely superseding the assessors. 

The commission’s attention was directed to the problem of 
mine taxation in 1907 by various resolutions passed by the legis- 
lature, demanding an investigation.! The attorney-general ruled 
that the commission had the power, under the sections relating to 
equalization, to revalue real estate in the odd-numbered years and 
it proceeded at once to deal with the mine assessments. By 
means of numerous conferences with mine owners and mining 
experts and a questionnaire, the form of which had been prepared 
after a preliminary study of the situation, the commission arrived 
at a classification of ore properties and formulated the rates to be 
applied to each class. The state inspector of mines and other 
mining experts gave assistance in the earlier investigations, and 
the first tonnage estimates were compiled from the blue prints of 
explorations made by owners and prospectors.” Since 1909 the 
State School of Mines has provided expert assistance in estimat- 
ing tonnage. Thorough exploration has been conducted by drill- 
ing and test-pitting and the very complete records which have 
been made of these surveys show grades, tonnage, and classifica- 
tion of the ore.* The development of the industry requires a 
continual readjustment of the tonnage estimates as new ore 
bodies are discovered and as known reserves are brought to the 
stage of producing mines.’ 

The properties have been grouped as active mines and reserves 
and each group is subdivided into classes according to the geolog- 

1 Minnesota Tax Commission, Report, 1908, pp. 110, III. 


* The Report for 1908, ch 8, contains a detailed description of the procedure. In 
4 months the commission had data on 262 properties, with known tonnage of 
1,192,509,757- 

% Minnesota Tax Commission, Report, 1910, p. 89; ibid., 1912, pp. 58-100. 

‘ Ibid., 1914, p. 106. Much time was spent in 1914 in estimating the quantity 
and quality of ore in a new range. 
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ical conditions, the difficulty of mining, and the character of the 
ore. The data compiled by the experts from the State School of 
Mines form the basis for arranging the tonnage by groups and 
classes, and the principal problem before the tax commission is 
that of establishing the proper rates, or values per ton, for each 
class. These values have been determined by several factors: ! 


t. The difference between the cost of mining and the average price of 
ore during the last three years. 

2. By the present worth of the difference for a period of twenty years on 
a basis of four per cent rate of interest. 

3. By the percentage of the assessed valuation of real property in the 
state to the full value of such property. 


In further explanation of the rates the commission said: ? 


The fact that the differences in mining cost vary greatly with the different 
properties, due to management, condition of the mine, presence of water, 
depth of ore, character of equipment, grades and location of ores, required 
the creating of more than one class of mining properties. ... The rates 
established for them (7. e., the several classes) were determined as far as 
possible by the differences between mines in cost of operation, difficulty of 
mining, and grade of ore. 


The results for the period 1906-16 are presented in the table 
below: 


COMPARATIVE SUMMARY OF TONNAGE AND VALUATION, 1906-16 
(000,000 OMITTED) 


Valuation of 
Total tonnage Valuation of ton- otherlandsin Total assessed 


Year (tons) nage assessed iron zone valuation 
TQOOr Pa rene eras he $64.5 
TQO7V eee. -LsLOILO $186.1 $5.6 191.7 
TOOS aimee GTO 3 22 174.3 5-9 180.2 
TOOO er aeeceru kl. 3f0-2 199.0 iS 204.5 
TOVOse ese FL,S4720 220.4 4.2 224.7 
MO UE picters .fetcione 1,367.5 231.6 4.2 235.8 
LOLZF aera el, AOL.B 254.0 5.4 239.4 
TOLSu es eens eels 00.5 255.1 ah 255.1 
LOLA Meera ty A0OL0 269.6 a 269.6 
LOUOMe Aer crema i5e0 PG 2.5 279.8 


1 Minnesota Tax Commission, Report, 1908, p. 121. 

2 Thid. 

3 Compiled from the biennial reports. The valuation in 1913 and 1914 did not 
include the other ore lands in the iron producing region. Figures for 1915 were not 
published. 
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The valuation of the tonnage is the assessed valuation. Pre- 
vious to 1913 this valuation was made on the basis of the average 
assessment throughout the state. Since 1913 the figures above 
have represented 50 per cent of the true value as determined by 
the commission. The self-imposed assessment of 1906 was quite 
evidently a purely nominal amount upon which the mine owners 
agreed to pay taxes. The steady increase in the valuation has 
been due to the growth of the tonnage estimates and to advances 
in the market rates applied. The latter were raised 5 per cent in 
IQIO, 1912, and 1914, respectively, the last increase being con- 
sidered necessary in order to bring the ore assessments to the 
legal basis of 50 per cent of full value.t 


THE ADMINISTRATION OF CORPORATION TAXES 


Gross Earnings Taxes. — The introduction of the gross earn- 
ings method of corporate taxation dates to 1873, when this system 
was first applied to the railroads.? By 1907 it had been extended 
to telephone, freight line, express and insurance companies; and 
sleeping car companies had been given an option between the 
gross earnings tax and an ad valorem assessment by the tax com- 
mission. The latter has strongly favored further extension of this 
form of taxation, and would gladly see it applied to all of the 
public service corporations. Indeed, so great has been the com- 
mission’s preference for the gross earnings principle that it has 
suggested the use of this method for mercantile, and even for 
some classes of manufacturing corporations.’ The only changes 
that have been made since 1907, however, have been the removal 
of the option allowed to sleeping car companies, and the taxation 
of trust companies not doing a banking business on their gross 
earnings. On the other hand, telegraph, street railway, electric 
light and power, and gas companies are still assessed locally 
under the ad valorem method. 

The commission’s duties in connection with the gross earnings 
taxes were of little importance previous to 1913. Railroad com- 

1 Cf. Minnesota Tax Commission, Report, 1914, p. 82. 


2 Special Laws of Minnesota, 1873, ch. 111. 
3 Minnesota Tax Commission, Report, 1908, p. 96. 
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panies made their return of gross earnings to the railroad and 
warehouse commission; freight line companies to the auditor; 
and telephone companies to the treasurer. This diversified prac- 
tice was ended in 1913 by a law which placed the tax commission 
in general charge of all gross earnings taxes.! Subject to the com- 
mission’s approval the public examiner is now required to pre- 
scribe all forms for the return of gross earnings and a uniform 
system of accounting for the determination of such gross earnings. 
The tax commission receives and files all reports, verifies them, 
calculates the taxes due, and certifies the amount to the state 
auditor. This official writes his drafts for the amounts due and 
places them with the treasurer for collection. 

The most interesting question in connection with corporate 
taxation in Minnesota is the operation of the gross earnings tax, 
the extension of which the commission has steadily recommended. 
In its report for 1911-12 it took up the cudgels in vigorous 
defense of this method of taxing railroads, with especial emphasis 
upon the defects of the ad valorem system as applied by the Wis- 
consin commission.? Particular stress was laid upon the weak 
point of ad valorem taxation, the private office valuation; and 
the telling point was made that after all, the Wisconsin commis- 
sion, by its own admissions, had been compelled to rely almost 
entirely upon railroad figures, a practice which had been cited 
as a leading objection to the gross earnings tax.’ Further, the 
Wisconsin commission had been capitalizing net earnings, a 
practice which was declared to afford “‘ the least certain basis 
for state taxation, being practically impossible of ascertain- 
ment for individual roads within state boundaries and there- 
fore offering the greatest opportunity for manipulation, fraud 
and injustice.” 4 

The reply of the Wisconsin commission to these criticisms has 
already been noted.® There is no denial of the essential issue, 

1 Laws of Minnesota, 1913, ch. 487. 

2 Minnesota Tax Commission, Report, 1912, ch. 14. This chapter was written 
by Professor E. V. Robinson of the University of Minnesota. 

3 Cf. Snider, op. cit., p. 28. 


4 Minnesota Tax Commission, Report, 1912, p. 209. 
5 Cf. above, pp. 255, 250, 284, 285. 
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though the Minnesota commission quite evidently overempha- 
sized certain statements of the former without due regard to all 
of the qualifying statements and circumstances. The valuation 
is no longer “ private” in the arbitrary or star-chamber sense, 
for the railroads are quite fully informed now as to its details; 
and the capitalized net earnings form only one of many factors in 
the ultimate valuation.1 

Furthermore, notwithstanding this severe castigation of the ad 
valorem system, the Minnesota commission has more than once 
made use of this method in order to test the justice of the rates 
levied upon gross earnings. In 1908 the taxes that would have 
been paid on an ad valorem basis were compared with the taxes 
actually paid at 4 per cent on gross earnings. The basis for the ad 
valorem valuation was first, figures supplied by the railroads 
themselves, and second, an elaborate independent investigation 
into reproduction and present values conducted by the railroad 
and warehouse commission.? The gross earnings tax yielded, in 
1907, approximately $1,181,000 less than might have been 
expected from the ad valorem valuation at the average rate of 
taxation. A similar calculation was made in 1912, and again it 
was found that the 4 per cent rate on gross earnings was yielding 
considerably less than the estimated return on the minimum 
valuation established by the commission. The conclusion of the 
whole matter was that inasmuch as these tests indicated that the 
railroads were being unduly favored by the 4 per cent rate, that 
rate should be advanced to 5 per cent. This recommendation was 
accepted by the legislature and ratified by the people in 1912, the 
constitution having required since 1871 that any change in the 
rate of taxation on gross earnings should be approved by a 
majority of those voting at a regular election.‘ In view of this use 


(x3 


1 Cf. T. S. Adams, ‘‘ The Valuation of Railway Property for Purposes of Taxa- 
tion,” Jour. of Pol. Econ., xxiii, p. 1. January, 1915. On pp. 10-12 of this article 
Professor Adams states the reasons which led to his conversion to the ad valorem 
system of corporate taxation. 

* Cf. Minnesota Tax Commission, Report, 1908, p. 91; also, Railroad and Ware- 
house Commission, Report, 1908, pp. 19-47; also, Report of D. C. Morgan, Engineer, 
on the Minnesota Railroad Appraisal of 1907. 

% Minnesota Tax Commission, Report, 1912, pp. 4, 235, 244. 

4 Constitution of Minnesota, Art. IV, § 31. 
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of the “ private office valuation,” based in considerable degree 
upon railroad figures, for the purpose of testing the equity of the 
railroad tax burden under the gross earnings system, the com- 
mission’s criticisms of the ad valorem method in another state 
were hardly consistent.? 

The constitutional requirement of popular approval for 
changes in the rate on gross earnings is doubtless a protection 
against hasty and unwarranted action; but it renders very diffi- 
cult any modification of the rate for the purpose of keeping rail- 
road taxes equalized to approximately the same burden as that 
imposed upon other property. For example, in 1901, the legisla- 
ture submitted an amendment to change the rate from 3 per cent 
to 4 per cent. The amendment was defeated in 1901, but was 
finally accepted in 1904.2 The commission began in 1907 the 
agitation for a further increase of the rate. Two bills for this 
purpose failed of consideration by the legislature in 1909; and the 
legislature of 1911 refused to grant the proposed increase to 5 
per cent though this rate was finally accepted in the special session 
of 1912.3 Thus, after five years of effort, and three campaigns 
before the state legislature, the commission succeeded in obtaining 
a change in the rate levied on gross earnings. 

It seems clear that such difficulty as has been twice experienced 
in changing the Minnesota tax rate opens the system, as applied in 
that state, to the serious charge of inflexibility and inelasticity, a 
defect which can only be corrected by a constitutional amend- 
ment. A comparison of the railroad tax with the state direct tax 
on general property throws light upon the question of the fiscal 
adequacy of the gross earnings tax, and sustains, in a measure, the 
suggestion of rigidity. 

In the first place, the railroad taxes have been much more vari- 
able than the direct tax on property. The dependence of the 
former upon the gross earnings of railroads naturally introduces 

1 In its recommendation of 1914 for the extension of the gross earnings principle 
the commission advised that the tax rates adopted be such as would yield as much, 
or more, revenue than at present obtained under ad valorem taxes. Minnesota Tax 
Commission, Report, 1914, p. 5. 

2 Minnesota Tax Commission, Report, 1908, p. 85. 

3 Ibid., 1908, p. 221; ibid., 1910, p. 9; tbid., 1912, p. 4. 
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Gross Earnincs TAX ON RAILROADS AND DrrEct STATE TAX ON 
PROPERTY,! 1907-16 (000 OMITTED) 


General General 
Year Railroads _ property Year Railroads property 
1907..... $3,270 $2,508 1912...... $3,728 $4,104 
1908..... 3,425 35335 IQT3-.----+ 45325 4,640 
1909.-.-. 2,972 35523 I914.----- 55775 6,143 
TOLOg ASS B25 TOUS es 5 OOF 6,965 
We geen elles 3,253 TEOQLO say An 55430 6,311 


the possibility of considerable fluctuation on account of local or 
nation-wide business conditions. Since these fluctuations in the 
tax yield are to a large extent unpredictable and altogether 
uncontrollable without a change in the rate, they impair greatly 
the usefulness of the gross earnings tax as a dependable source of 
state revenue. Further, these figures show that the railroads are 
favored in taxation in a way that property taxed under general 
laws is not favored. The fluctuations in the taxes paid by the 
railroads register the variations in the volume of gross earnings, 
and thus the wind is tempered to the shorn lamb; but no benefi- 
cent providence watches over those who contribute to state 
expenses under the general property tax. Rather, the deficiencies 
of the gross earnings tax must. be covered by increased receipts 
from general property. The commission’s remedy for this situa- 
tion is to reduce public expenditures in times of business depres- 
sion. But this is certainly giving stones for bread, for its own 
investigations into the cost of government in Minnesota have 
revealed a tendency for public expenditures to increase much 
faster than the increase of population.? So rapid has been this 
increase of public expenses that the 5 per cent rate on gross earn- 
ings did not prevent a very heavy increase of the direct state tax 
in 1914 and 1915. 
Finally, the gross earnings tax is open to the serious objection 
of regression when applied to corporations with widely varying 
operating ratios. Railroad operating ratios are notably diver- 
gent, as the data published by the Interstate Commerce Com- 


1 Compiled from the biennial reports of the Tax Commission. 
2 Minnesota Tax Commission, Report, 1914, ch. 8, “‘ The Cost of Government 
in Minnesota.” 
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mission clearly show.!. In Wisconsin, according to Professor 
Adams, normal! operating expenses range from 30 per cent to 
more than 75 per cent of gross earnings. A flat gross earnings 
tax means therefore a heavier real rate of taxation as the pro- 
portion of expenses to earnings increases, that is, as the real 
ability to pay decreases. The ad valorem system does appear 
to offer a better opportunity than does the gross earnings system 
for the distribution of the tax burden among the corporations 
in accordance with their tax-paying ability. 

Other Corporation and Business Taxes. — Little headway has 
been made in developing central control over the taxation of cor- 
porations by other means than the gross earnings system. To 
the present the only corporations assessed directly by the tax 
commission are the telegraph companies. The property of each 
company is valued as a unit and is taxed at the average state rate 
for state purposes.” 

The owners of steam and other vessels hailing from ports in the 
state, whether corporations or not, are required to report to the 
state auditor the registered tonnage of their vessels. The tax of 
three cents per net ton capacity is divided equally between the 
state treasury and the port of hail of such craft.’ 

The Minnesota tax law has long contained a provision for the 
taxation of the franchises of ordinary business corporations.* The 
taxable valuation is to be determined by deducting the aggregate 
value of the real and personal property from the actual value of 
the capital stock. Administration of this provision is left entirely 
to the local assessors and the returns are, of course, purely nomi- 
nal. The attempt was made in 1913 to vitalize this section by 
including indebtedness with the capital stock in determining 
aggregate capitalization. The bill failed to pass, although it had 
the support of the tax commission.® It is doubtful whether in this 
form it would have accomplished any material improvement. 

1 Cf. the data in the Interstate Commerce Commission’s annual Statistics of the 
Railways of the United States. 

2 Minnesota Tax Commission, Report, 1914, p. 13. 

3 Tax Laws of Minnesota, ed. of 1908, § 299. 


4 [bid., § 46. 
5 Minnesota Tax Commission, Report, 1914, pp. 5, 6. 
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Whether the commission has endeavored to secure better local 
administration of the assessment of “ corporate excess” is not 
known; but there is no reason to believe that any material im- 
provement in the situation would come from the inclusion of the 
bonded debt. This inclusion should, of course, be made; but 
without central administration the whole law would undoubtedly 
remain largely ineffective. 


SUPERVISION OF THE LOCAL OFFICIALS 


The Minnesota law of 1907 went farther than many of those 
which had been passed prior to that time in other states in the 
scope of supervisory powers which it bestowed upon the tax com- 
mission. From the point of view of performance these powers and 
duties may be arranged in two groups: first, those the perform- 
ance of which was obligatory upon the commission, and second, 
those the exercise of which was discretionary with it. The former 
included principally the routine duties, such as visits to the coun- 
ties, the issue of instructions and blank forms, control over local 
officials in such matters as reporting desired information, and 
investigation of complaints. The latter included the more im- 
portant powers of ordering reassessments and instituting removal 
proceedings against the delinquent assessors. 

Until the basis of valuation was changed in 1913 the commis- 
sion performed its routine obligations, but made comparatively 
little use of its more valuable discretionary powers. That is to 
say, the proper blanks and forms were prepared, the biennial tour 
of the counties was made, and circular letters of instructions were 
issued to local officials.1_ These letters took the place of the pam- 
phlets of instructions which have usually been issued by-tax com- 
missions. As would be natural in a briefer communication, the 
emphasis in these letters was upon the appeal to duty rather than 
upon the instructions for the performance of that duty, although 
under the circumstances but little could have been expected of 
either. . The necessity of obeying the popular demand for valua- 
tion at the customary level was not to be overcome by any mere 


1 Cf. Copies of these letters in Report, 1910, pp. 28-30; ibid., 1912, pp. 22-24; 
tbid., 1914, pp. 26-35. 
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exordium and the commission naturally laid little emphasis, in 
these circular epistles, upon its authority to institute reassess- 
ment and removal proceedings. Without such punitive measures 
it would have been practically impossible to galvanize the asses- 
sors into activity. In view of the unfriendly attitude of the whole 
state toward any change in the basis of valuation, the use of 
authority to accomplish this end would have been bad judgment 
on the part of the commission. No such embarrassment need have 
accompanied the use of these powers in securing a more complete 
listing of property, an improvement which would have afforded 
much relief against discriminatory assessments. Greater emphasis 
was laid upon this point in the letters of 1912 than ever before, but 
even these circulars failed to convey a sufficient reminder of the 
ultimate recourse of reassessment or removal proceedings open to 
the commission in the event of local neglect or disobedience. 
The commission has seldom ordered a reassessment on its own 
motion except in the matter of the assessment of moneys and 
credits under the law of r911. In all appeals for a reassessment of 
property other than moneys and credits it has acted conserva- 
tively, and has issued an order only upon proof of substantial 
injustice to a part of the taxpayers, which could not be corrected 
by equalization. In 1909 two reassessments of personal property 
were ordered, and in each case the commission presented the facts 
to the governor with a request for the removal of the guilty 
assessors, both of whom resigned before the dates set for the 
hearings.. No other instances of removal proceedings have 
occurred. Four reassessment orders were issued in 1910. One of 
these was for the correction of an assessor’s error; another was for 
the assessment of an unorganized township; and in the third and 
fourth cases the original assessments were explicable on the 
ground of an honest difference in judgment.? During the years 
t911 and 1912 reassessments were ordered, in every case upon 
request, of personal property in three districts and of real prop- 
erty in five districts. No conditions worthy of comment were dis- 
closed and, as all of these cases involved towns or smaller cities, 


1 Minnesota Tax Commission, Report, 1910, pp. 22, 23. 
2 Tbid., pp. 21, 22. 
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the volume of property affected was insignificant.!. Somewhat 
greater activity has been displayed in recent years but it is doubt- 
ful if sufficient initiative has been shown to realize the full poten- 
tial deterrent effects of the authority to order reassessments. 

The reasons for this comparative inaction in the earlier years of 
its work have already been noted. Previous to the change in the 
basis of assessment the commission feared the disastrous conse- 
quences of a general increase in valuations. But it is just possible 
that these consequences were taken too seriously; they were 
apparently not considered at all in the case of the iron producing 
counties. The depreciated basis of assessment was probably the 
wiser choice in view of all the circumstances; it was certainly the 
most expedient. But to the outsider it seems that the time and 
energy spent in securing the law of 1913 might have sufficed to 
educate the people and the legislature to almost any other reason- 
able program of tax reform. On general grounds assessment at 
full value is preferable to any scheme involving a depreciated 
basis.” 

The situation which the commission faced may be seen from 
the details of the personal property assessment given in the 
table below. . 

During the first three years, in which the figures are strictly 
comparable, practically the whole of such increase as was made 
occurred in the classes of tangible property, while the amount of 
money assessed stood stationary and the volume of credits 
assessed actually declined. The proportion of intangibles to 
total personal property fell from 26.6 per cent in 1908 to 25 per 
cent in 1910. The experience of other states shows that, while 
the uniform rule endured, satisfactory assessments of moneys 
and credits could not have been obtained by the most rigorous 
supervision. The withdrawal of these classes from general assess- 
ment in 1911 and the application of a three-mill rate was a 
significant advance.® 


1 Minnesota Tax Commission, Report, 1912, p. 9. 

2 Cf. the discussion in Wisconsin Tax Commission, Report, 1914, pp. 26-30. 
Also Bullock, loc. cit. 

3 Laws of Minnesota, 1911, ch. 285. 
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PERSONAL PROPERTY TAXED AT UNIFORM RATES, 1908-14} 
(MILLIONS OF DOLLARS) 


Class 1908 1909 IQIo IQII IQI2 1013 IQI4 
I. Tangibles 
Erarmcanima ls. Aveta acces aes 37.8 38.4 40.5 40.2 42.0 48.9 58.0 
2. Vehicles (wagons, carriages, autos, 
and street railway cars) ....... 8.3 8.9 10.1 11.8 13.7 15.4 14.4 
3. Household and personal......... 26.8 28.6 28.8 31.6 32.7 33.8 23.5 
4. Agricultural and manufactur’g tools} 12.3 I4.5 15.0 15.7 16.6 18.3 20.7 
Ro eMerchantsstocksin | sryaess ociaes 32.6 36.0 36.8 38.2 39.2 39.3 36.2 
6. Manufacturers’ stocks........... 13.8 15.5 14.5 15.7 15.9 17.7 7.3 
Total tangibles............. 132.2 | 142.4 | 146.1 | 153.2 | 160.2 | 163.4 | 160.2 
II. Intangibles 
Fas MONEVS 1 nies sie Sh cate eee ese 5.6 6.1 5.6 
POPOOIES cy. cone Palco eis eis a io aunts 9.9 8.6 8.7 
3: Bank-stock. i. scic oes cone nave 20.3 20.3 22.8 24.7 26.2 28.5 24.5 
4. Bonds and stocks other than bank 
BLOCK 3 has ee eicue eeaeee lee 15.3 15.2 15.5 15.4 16.6 18.3 10.4 
Total intangibles...........] 51.1 50.2 52.6 40.4 42.9 46.8 34.9 
III. All Other Personalty............. 9-4 10.6 ILI 12.4 IL.9 14.0 33.8 
Grand: totals irc Sesto sees 193.0 | 203.2 | 209.8 | 206.0 | 215.1 | 234.2 | 228.9 


Bank stock, the returns of which rose slowly but steadily to 
1913, has probably been assessed more evenly than any other 
class of personal property. This result has been achieved by 
legislation which rendered evasion well-nigh impossible. Bank 
officials were required to furnish a list of shareholders, setting 
forth the residence of each and the number of shares owned. The 
tax was made a lien for the satisfaction of which the bank might 
be required to make deduction from dividends paid. The stock 
has been valued at the difference between the aggregate of capi- 
tal, surplus and undivided profits and the real estate locally 
taxed.2 Under the new law 4o per cent of the value as thus deter- 
mined is taken as the assessed value. No such inquisitorial 
methods were used in listing other classes of intangible property 
under the general property tax and the attempt to introduce 
them would probably have been exceedingly repugnant to public 


sentiment. 
1 Compiled from data in the biennial reports. 
2 Laws of Minnesota, 1905, ch. 60. 
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The item ‘“ Bonds and Stocks other than Bank Stocks” 
includes three classes of securities, none of which has been ade- 
quately assessed in the past. These are: 1. The stocks of foreign 
corporations. In 1914 the total return of this class of property 
was $1,518,893, a sum which the commission admitted to be only 
a small part of the total of foreign stocks held in the state. The 
element of double taxation was assigned as the motive for the low 
return, and the commission recommended that these stocks be 
listed with moneys and credits.! A bill for this purpose failed of 
passage in 1915.2? 2. Corporate excess. The return of corporate 
excess is conceded to be very inadequate, but the responsibility 
therefor was thrown back upon the law, which requires calculation 
of the taxable excess by deduction of the real and personal prop- 
erty taxed locally, from the market value of the stock. It is 
undoubtedly proper, as the commission recommends, to include 
bonds with stocks in reckoning the total capital investment in a 
corporate enterprise.* But the failure to include the bonds is not 
the only reason for the inadequate taxation of corporate excess in 
Minnesota. The bonds of manufacturing and mercantile com- 
panies are usually far less important than the capital stock, and 
are not generally included in computing corporate excess in other 
states. The real reason for the present condition is the method of 
administration. The local assessors list both the tangible prop- 
erty and the corporate excess, and the tax commission has 
apparently made no serious effort to test or correct their results. 
The assessment of corporate excess is properly a central function; 
and if locally performed, it is doomed to failure without strong 
central supervision. The disclosure was made in 1914 that in 
former years assessors had been listing as “ stocks and bonds ” 
much of the tangible property of the local public utilities, such as 
wire, poles, rails, and other equipment. 3. Stocks and bonds 
held by individuals. The principal part of the $10,400,000 
returned in 1914 was given in by individuals, although, as in the 
case of corporate excess, no serious attempt has been made to cor- 
rect the local returns, or to improve them de novo. 


1 Minnesota Tax Commission, 1914, Report, p. 55. 
2 [bid., 1916, pp. 2; 3. O Whiviles aio toy. Os 
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The table above supplies ample explanation and justification 
for the taxation of intangibles at special rates. The principle of 
classification had been made possible by a constitutional amend- 
ment adopted in 1906 ! and its first application was the mortgage 
registry tax of 1907.2. This law was modelled after the New York 
law of 1906, with the essential difference that in New York the 
board of tax commissioners is charged with certain supervisory 
duties while in Minnesota the administration of the law is 
entirely outside the jurisdiction of the tax commission. The total 
registry taxes paid on mortgages from April 30,1907, to July 31, 
1916, was $3,763,563. 

In 1911 the principle of classification was further applied by 
the segregation of moneys and credits other than those reached 
by the registry tax, for taxation at a three mill rate.» The de- 
moralizing influence of the general property tax can hardly be 
better illustrated than by a comparison of the results before and 
after the imposition of the three mill tax: 


ASSESSMENT OF MONEYS AND CREDITS, 1910-164 


Year Persons assessed Total assessment Total taxes 
TOLOM hese esse 10;200 $13,919,806 $379,754 
LOTT ee ei ee A430 115,481,807 347,028 
TG T Zistepevsiei nie seein rie 5,504: 135,300,314 406,107 
POLS ee ee sores 157,000 156,969,892 470,909 
LOQUAG Me vela cee fetter 735200 196,548,307 589,644 
LG y eee eee 67 3540E 212,696,831 636,404 
TSO Get eases ve th BTAG LO) 234,186,268 702,588 


These figures hardly need comment. They furnish deadly am- 
munition for whoever would assault taxation of all property by a 
uniform rule. And yet, Minnesota’s experience raises the question 
whether any system of taxing intangibles, locally administered, 
will prove ultimately satisfactory. The commission pronounced 
the returns of both 1912 and 1913 very disappointing, and even 

1 Constitution of Minnesota, Art IX, § 1. 

2 Laws of Minnesota, 1907, ch. 328. The rate was 50 cents per $100 until 1913, 
when it was changed to 15 cents per $100 on mortgages due in five years or less, 
and 25 cents per $100 on those with a maturity longer than five years. Jbid., 
1913, ch. 163. 

3 [bid., 1911, ch. 285. 

4 Minnesota Tax Commission, Report, 1916, p. 68. 
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after a considerable increase in 1914 it declared that not above 
one-third of the total moneys and credits owned in the state was 
listed.1 

In marked contrast to the treatment of general property 
returns, the commission has made drastic use of its power to 
order reassessments of moneys and credits, although of necessity 
the principal emphasis has fallen upon those years in which the 
staff was not engaged with the equalization of real estate. The 
results of the several reassessments are shown in the following 
table: 


REASSESSMENTS OF MONEYS AND CREDITS, 1911-16 ? 


Number of tax Number of re- Increase of moneys 

districts re- Original num- turns in the and credits by 
Year assessed ber of returns reassessment reassessment 
TOLE eta ae OF 1,831 8,630 $9,619,653 
TOLQ eee eos 7 72 134 217,006 
TOWZ sce a 239 2,362 6,718 5,183,310 
TOUR e tiation 8 325 483 251,598 
LOLS soars ae at Sein Bare 
TOIO Sane eee Br 1,294 3,281 1,851,417 


It is evident that the commission has been compelled to neglect 
the problem of intangible assessments in the years when real 
estate must be equalized. This has meant a real loss of time and 
effort, for the comparative inaction in the even-numbered years 
has without doubt contributed to the weaker local assessment in 
the alternate years. For this loss the lack of a properly equipped 
and officered statistical bureau is responsible, and the legislature 
should make provision for such a bureau without further delay. 
The three mill tax on moneys and credits has now (1916) been 
in operation through six assessments, and while notable progress 
has been made the results are still far from satisfactory. The 
greater efficiency of the central over the local assessment suggests 
that the situation would be generally improved by a greater 
degree of central control over the original assessment, such as 
would be obtained by central selection, or at least power of 
removing the assessors. The special commission of 1901 favored 
the first arrangement for all assessors, but there has been no 


1 Minnesota Tax Commission, Report, 1916, p. 74. 
2 From the reports of the Commission. Figures for 1915 not published. 
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sentiment in favor of this plan in the state in recent years. Three 
successive legislatures — in 1909, 1911, and 1913 — have refused 
to provide a county assessor locally chosen. This change would 
bring a vast improvement in the original local assessments of all 
property and would greatly facilitate a proper equalization. The 
commission renewed its recommendation for a county assessor in 
1914 and 1916.! 

Returning to the discussion of moneys and credits, the com- 
mission admitted in 1916 that there was still much room for 
improvement. The blame for the present unsatisfactory opera- 
tion of the law is laid upon the local assessors, who are said to be 
accepting the taxpayers’ statements without question instead of 
requiring a list of the taxable property as provided by law and the 
instructions of the tax commission.? This appears to be a virtual 
admission that the machinery of central supervision as at present 
established in Minnesota is inadequate to the task of securing 
proper returns from this class of property. The dragnet of reas- 
sessment always yields a sufficient catch to justify the effort, but 
it is significant that this phase of supervisory activity appears to 
be on the decline. Two years went by with almost no use of it 
and the operations in 1916 were on a much smaller scale than in 
former years, notwithstanding the commission’s feeling that the 
assessment had been very inadequate. 

Criticism of the commission’s failure to use more vigorously 
its drastic powers of supervision must, of course, take account of 
the state of public opinion, that mighty formative force behind all 
law. Wholesale reassessments of moneys and credits are tolerated, 
because the tax is not unjust. Wholesale reassessments of other 
forms of property, still subjected to much higher rates, would 
possibly arouse popular opposition to central supervision. It is 
possible, too, that extended use of removal proceedings would 
have a similar effect. The commission has applied itself, with 
tact, industry, and patience, to the pioneer task of enlightenment, 
and its success, on the whole, has been distinctly encouraging. A 
singularly interesting and effective means of disseminating knowl- 

1 Minnesota Tax Commission, Report, 1914, pp. 2, 232; tbid., 1916, p. 2. 

2 Tbid., p. 69. 
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edge of the practical operation of the tax system was employed 
during 1911 and 1912. With the codperation of some one hundred 
and fifty newspapers in the state there was published a series of 
articles, prepared by the commission, outlining the tax law and 
describing its administration and results.1_ These articles form a 
valuable supplement to the admirable discussion of the state’s tax 
problems which has been published in each of the five biennial 
reports thus far issued (1916). The most elaborate of these 
reports, for 1911-12, may be briefly reviewed as illustrative of the 
careful and thorough accounting of their stewardship which the 
commission renders to the people. 

This report contains sixteen chapters and an appendix, the 
latter consisting of the detailed equalization tables, the assess- 
ment of personal property by classes, and other pertinent statis- 
tical data. After a brief summary, in the first chapter, of the 
recommendations which are more fully treated in succeeding 
chapters, the work for the biennial period is reviewed. Separate 
chapters are devoted to abatements and reassessments, equaliza- 
tion, the taxation of moneys and credits, and of minerals. The 
sales method is carefully described; valuable comparative data 
on the assessment of moneys and credits are given; and the 
highly technical methods employed in the estimates of tonnage 
and the valuation of the ore properties are made intelligible to the 
lay reader in a most interesting manner. A series of chapters is 
then devoted to various proposals for further reform, including 
the suggested change in the basis of valuation, the bill for a county 
assessor, and the use of tax maps. No definite recommendations 
are made for an income tax, though the first results of the Wiscon- 
sin income tax are regarded as strongly indicative of the perma- 
nent success of this form of state taxation. A separate chapter is 
given to the question of taxing land values, with complete exemp- 
tion of personal property and structures; and though no definite 
recommendations are made, the problem is commended to the 
serious consideration of every student of taxation. The com- 
mission concluded that the use of the single tax on land values 


1 Minnesota Tax Commission, Report, 1912, ch. 16. Much the same outline is 
followed in the briefer subsequent reports. 
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since 1880 would not have lessened the burden of taxation, 
governed as the latter is by the expenditures of government.! In 
the chapter on railroad taxation the commission enters the con- 
troversial field of gross earnings versus ad valorem taxation, and 
argues warmly in defense of the former.? As has been pointed out 
above, the author of this chapter hardly makes out a convincing 
case for the gross earnings tax, though he does attack the funda- 
mental weaknesses of the ad valorem system. Inasmuch as there 
appears to be general satisfaction with the gross earnings tax in 
Minnesota, the commission’s defense of the system, for that 
state, can be endorsed; but universal approval or support will 
hardly be found yet for the sweeping generalization that the gross 
earnings tax is “‘ at once the most scientific, the most simple, the 
most certain and the most just system yet devised.” 3 

In 1910 the commission initiated the valuable practice, since 
continued, of making a detailed analysis of the cost of state and 
local government in Minnesota. A large mass of financial statis- 
tics has been collected from the local units, to which have been 
added the figures for the state expenditure. These studies are 
extremely significant as an attempt at fiscal orientation and their 
usefulness is greatly enhanced by the comparative data presented 
in subsequent reports. The statistics of local expenditures are 
interesting, but unless the systems of accounting in use in the 
various local units are far superior to those found elsewhere, the 
accuracy of such statistics is questionable. But in any case, these 
impressive figures will serve to call public attention to the rapid 
growth of governmental expenditures, and to the pressing need of 
securing some reforms which will check the increase of tax 
burdens. 

1 Minnesota Tax Commission, Report, 1912, pp. 175, 180. 

2 Thid., ch. 15. 

3 [bid., p. 219. Cf. Seligman, Essays in Taxation, p. 242, for a different view 
of the gross earnings tax. 

4 Minnesota Tax Commission, Report, 1910, pp. 229-304; ibid., 1910, pp. 245- 
569; #bid., 1914, pp. 154-228. 


CHAPTER XIII 


THE KANSAS TAX COMMISSION 


THE general property tax developed in Kansas in the “‘ storm and 
stress ” of the ante-bellum territorial period and by 1858 it was 
fully elaborated and firmly established.1 The characteristic 
administrative machinery had been introduced, including a 
county assessor, a county board of review, and a territorial board 
of equalization. A state board of equalization was established in 
1861.2 The territory had alternated between the county and the 
township as the assessment unit according as the balance of 
power had shifted between the sympathizers of northern and 
southern institutions, but in 1869 the township type was defi- 
nitely adopted.? Both county and state boards of equalization 
were ex officio bodies, possessing but limited powers in their 
special field of equalization, and none of a more effective super- 
visory sort. No further changes of importance were made in the 
administrative organization until 1876, when the tax law was 
rewritten and some features then regarded as improvements were 
introduced, though of course the fundamental nature of the tax 
system was not changed. The more important modifications at 
this time were: the assessment of railroads by a state board of 
railroad assessors; the biennial assessment of real estate and 
improvements, from an actual view of the property; and an 
annual conference of the assessors in each county for the purpose 
of agreeing upon a uniform basis of valuation. 

The creation of the board of railroad assessors marked the first 
step toward central administration of corporation taxes. The 

1 Laws of Kansas, 1858, ch. 67. Benton, Taxation in Kansas, gives additional 
historical material. 

2 Laws of Kansas, 1861, ch. 35. 

3 [bid., 1869, ch. 30. 


4 [bid., 1876, ch. 34. A special tax commission had reported in 1873. Cf. 
Boyle, Financial History of Kansas, p. 50. . 
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Ohio plan of railroad assessment had been introduced in 1869.1 
If the road lay entirely within one county, the county com- 
missioners, and if it extended into two or more counties, the 
county clerks along the line, were to act as a board of assessors. 
In 1871 a board of state assessors was provided, consisting of one 
member elected from each judicial district; ? but shifting public 
opinion decided three years later that the township assessors 
should again be entrusted with the task.? The creation of the 
board of 1876 was, therefore, the real beginning of effective 
central assessment of corporations. 

The device of an annual county conference of the township 
assessors was doubtless designed in good faith to promote equality 
of assessments within each county and among the counties. But 
it is hardly surprising to learn from different sources that exactly 
the contrary result was produced, and that the annual confer- 
ences became the means of furthering the inequality of assess- 
ments which they were designed to prevent. The special tax 
commission of 1gor declared that the meetings of the township 
and city assessors each spring to agree upon a basis of assessment 
had become a “school in which were taught the methods of 
releasing property from assessment, of lowering valuations and 
generally evading the tax laws.” * Evidence of the practical 
results of the ‘‘ school ” is found in the figures reported to have 
been adopted by the various counties in 1897.5 Personal property 
was to be assessed, according to these agreements, at 25 per cent 
of full value in Atchison county, at 333 per cent in Chase, at 4o 
per cent in Elk, at 50 per cent in Franklin, at 60 per cent in 
Phillips, at 75 per cent in Stanton, and at 100 per cent in Decatur 
county. Only three counties in the entire state had adopted the 
100 per cent basis for personal property. The schedules for real 
property displayed even wider variations. Thus, Brown county 
adopted 20 per cent of full value, Dickinson 25 per cent, Sedgwick 
30 per cent, Shawnee 333 per cent, Osborne 4o per cent, Franklin 
so per cent, Graham 80 per cent, Hodgeman roo per cent, and 

1 Laws of Kansas, 1869, ch. 124. Cf. below, pp. 439 ff. 

2 Tbid., 1871, ch. 150. 3 [bid., 1874, ch. 96. 

4 Report of the Special Tax Commission of Kansas, 1901, p. 6. 
5 Quoted by Benton, of. cit., p. 150. 
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Gove 200 per cent. Eight counties had agreed upon roo per cent 
as the basis of assessment for real property. These figures are 
indicative of the conditions which must have existed for years 
previous to 1897, according to the statements of various state 
officials. As early as 1883 Governor Martin declared: 1 

Our laws on the subject of assessment and equalization of property 
values for taxation need thorough revision. Assessors not only pay no at- 
tention to the laws, but, by formal agreement, assess property at from 20 to 
50 per cent of its true value, and, as a consequence, the state board of rail- 
road assessors adopts the same rule in appraising the value of railroad 
property. If it were possible under such a system to obtain a uniform as- 
sessment of property values throughout the state, there could not, perhaps, 
be serious ground for complaint, but the valuation of property in the several 


counties, and often in different sections of the same county, are grossly un- 
equal, ranging from 25 to 60 per cent of actual value. 


In 1886 the state treasurer denounced the “ vicious ”’ system of 
taxation then in vogue,” and the state supreme court spoke with 
strong disapproval of the “ habitual disregard of the statute 
relating to the valuation of property for taxation by the local 
assessors.” 3 

A second special commission of investigation presented, in rgor, 
a brief but valuable critical analysis of the Kansas tax system, 
with some very progressive recommendations. Among the latter 
was a proposal for a tax commission with broad powers, including 
the appointment and removal of the local assessors, who were to 
be county officials. A bill embodying these recommendations 
was submitted to the legislature, but the preliminary education 
of public sentiment had not been sufficiently thorough and no 
action was then taken upon the measure. The subject was not 
allowed to drop into the background, however, and in 1907 a bill 
was passed containing many similar provisions.® In at least one 


1 Quoted by Benton, of. cit., p. 152. 

? Treasurer of Kansas, Report, 1886, p.92. Mr. S. T. Howe, then state treasurer, 
has since become chairman of the tax commission. 

3 Quoted by Benton, of. cit., pp. 152, 153. 

* Report of the Special Tax Commission of Kansas, 1901, pp. 14,15. Brindley, 
in his Financial History of Iowa, ii, p. 293, underestimates the significance of the 
earlier measure and of the report which contained it. 

5 Laws of Kansas, 1907, ch. 408. 
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respect the bill passed in 1907 was superior to the one proposed by 
the commission of rg01. Influenced by the Indiana law the special 
commission had proposed a permanent state tax commission 
similar to the Indiana Board of State Tax Commissioners, with 
two appointive members and three state officials acting as ex 
officio members.! Such an arrangement would undoubtedly have 
been very detrimental to the efficiency of the tax commission in 
Kansas, as it has been in every other state in which this form of 
organization has been attempted.’ 

The most significant features of the tax legislation of 1907 were 
the creation of a permanent state tax commission into whose 
hands the entire administrative control of the tax system was 
placed; the abolition of the various assessing and equalizing 
boards, and the transfer of their functions to the tax commission; 
and the creation of the office of county assessor. The tax com- 
mission was to consist of three members appointed by the gover- 
nor for a term of four years. The appointees were to be men 
skilled in matters pertaining to taxation and they were to receive 
the salary of $2500. The principal duties imposed upon the com- 
mission were the state equalization, the assessment of certain 
classes of corporations, the general supervision of the tax system, 
and the recommendation of needed and helpful changes in the 
tax laws. 

EQUALIZATION 


The Kansas law provides for an annual state equalization of the 
local assessment of all property. The section which defines the 
powers and duties of the tax commission while acting as a state 
board of equalization is one of the most drastic of its kind in the 
United States. When acting in this capacity the commission has 
power to * 


. equalize the assessment of all property in this state between persons, 
firms or corporations in the same assessment district, between cities and 
townships of the same county, and between the different counties of the 
state, and the property assessed by the commission in the first instance. 


1 Report of the Kansas Special Tax Commission of Kansas, 1901, pp. 12, 13. 
2 Cf. the chapters on Indiana, Michigan, New York and Oregon. 
3 Laws of Kansas, 1908, ch. 408, § 17. 
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This section, taken with those which confer authority to order 
reviews either on appeal or on its own motion, gives the Kansas 
tax commission very broad powers of equalization, the results of 
which extend down through to the individual assessments and 
affect the distribution of all local tax levies. Such comprehensive 
jurisdiction gives to the function of equalization a significance 
and vitality that it cannot possibly possess when it is limited to 
adjusting the county totals. In fact, with such powers, the 
equalizing process becomes one of the most significant of all the 
administrative duties performed by a state tax commission, 
although in practice the Kansas commission has not been able to 
exert this authority in such a way as to eliminate all inequalities.! 

The commission was not organized until the assessment of 1907 
was well under way and it was decided, therefore, to perform the 
equalization for this year in accordance with the laws in force at 
the time that the assessment had been made. In accordance with 
this policy the commission’s action was confined to “‘ smoothing 
out ” the worst irregularities in the 1907 figures, with the mini- 
mum of changes in valuation. The net increase in real property 
was $8,356,359, and in personal property, $2,817,375.” 

In preparation for the assessment and equalization of 1908, 
which were to be made under the direction and with the assistance 
of the newly selected county assessors, the commission decided to 
compile sales ratios. Appropriate blanks were sent to the asses- 
sors with instructions for returning certain data regarding land 
transfers. The instructions called for the date of sale, the 
description of the real estate sold, the consideration given in the 
deed, and the assessed value of the property for the year in which 
sold, with the ratio of assessed to true value. The assessors were 
to reject, as far as possible, all sales that were not bona fide, with 
a cash or an equivalent consideration. Lack of funds prevented 
the commission from making that careful investigation into the 
accuracy of the returns which is desirable and even necessary, 
and in consequence the results were probably not altogether 
trustworthy. The data collected covered a full quinquennial 


* Cf. below, pp. 434, 435. 
? Kansas Tax Commission, Report, 1908, p. 115. 3 Ibid., p. 10. 
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period, 1903-07 inclusive, and included over 40,000 transactions. 
While the methods used in the collection and inspection of the 
materials were not as conducive to accuracy in the ratios as if 
the work had been done by experts,! they had, nevertheless, the 
advantage of affording the newly chosen county assessors an 
opportunity to realize the irregularities of the former assessment 
methods and results. They also gave these officials greater 
familiarity with land values in their respective counties and a 
broader conception of their duty in land assessment. 

The chairman of the Kansas commission defended the ratios 
compiled in this manner by asserting that they had been the basis 
of all of the progress in Kansas. While this may have been in a 
sense true, in that the commission actually made use of the ratios 
in the state equalization, a more fundamental explanation of the 
remarkable results obtained in the 1908 assessment seems to be 
the extensive administrative reform which went into operation in 
that year. The old and inefficient decentralized system had been 
completely swept away, and for the first time in the history of the 
state an assessment and equalization were made which were free 
from the hindrances and deterrent forces of the old regime. The 
revolution in valuations was a tribute to the determined and 
vigorous enforcement of the law all along the line. 

The sales data have been supplemented by various other care- 
ful and extensive efforts to verify and check the local returns of 
both real estate and personal property, although the possibility 
of an adequate equalization of personal property is much less than 
in the case of real estate. The limited appropriations have per- 
mitted little equipment for statistical work and the commission 
has been seriously hampered by inadequate funds for the em- 
ployment of a sufficient clerical staff. It has been compelled, 

1 The chairman of the commission has replied to the above criticism of the 
Kansas method of collecting sales data by saying that the assessors were fully as 
capable of rejecting fictitious considerations as specially trained experts would 
have been. That the assessor may possibly be a perfectly competent agent for the 
collection of sales data is not denied; but the chairman’s reply apparently over- 
looks the fundamental fact that the most important purpose of the sales ratios is 


the check which they afford upon the assessor’s work. If the assessor is allowed to 
select the data, how can this purpose be served ? Letter from S. T. Howe, Dec. 6, 


IgI3. 
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therefore, to rely upon methods some of which were realized to be 
unsatisfactory. Considerable energy has been expended, how- 
ever, in acquiring first-hand knowledge of actual conditions, as 
the following description of the preparations for the equalization 
of 1912 shows: ! 


By the use of the ratios and a knowledge of the qualities of lands in the 
several counties obtained by the Commission at first hand by repeated 
visits to every county in the state and by investigating trips made by auto- 
mobiles and over the railway and by livery, the journey sometimes in auto- 
mobiles being for three hundred miles, and the information acquired from 
the records, and the information given by the taxing authorities of the sev- 
eral counties who are in one way and another frequently in contact with the 
Commission, there is enabled a pretty fair equalization to be made among 
counties, and this affords a very equitable distribution of the state tax. 


It is possible to make only certain rough tests of the commis- 
sion’s work as a state board of equalization. The first of these 
relates to the volume and number of changes in the local returns. 
This test is an indication of the commission’s activity in equaliz- 
ing and affords no further assurance of equitable results than is 
contained in such evidence of industrious overhauling and check- 
ing up of the local figures. The total volume of corrections of the 
real estate assessments is presented in the following table: ? 

AMOUNT OF INCREASE OR DECREASE MADE BY THE Kansas Tax ComMISSsION 


IN THE AGGREGATES RETURNED BY THE COUNTY BOARDS 
(MILLIONS OF DOLLARS) 


Improvements Lots and 
Year Lands on lands improvements 
TOOS tas a marke Puen eae ie 2OrO) ae ap ke 
TOO ccehase ele tree eee sta ees ae + 0.3 
LO LOM Sector RR eee ee ei ae =e OO ie — 2.7 
MCC Oboenomomcumeocdac mag. = As Mave = BE 
LRP OTD meee en co cioe 26a. peur aia Ss aeetee 
LO) Lip eee ae ares eect eee eee + 45.0 — ae shat 
TOUS RAS emic eae Gute ee sateen eee ROOLOS — 00.07 — 10.02 
LO LOM REEL t. NaLit renee 208 aah 31.0 


The significant equalization of real estate occurs in the even- 
numbered years, in which the new assessments are made. In the 
odd-numbered years account is taken simply of the addition or 


1 Letter of S. T. Howe, Dec. 6, 1913. 
* Compiled from the biennial reports of the Tax Commission. 
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destruction of improvements and incidental changes in value. 
It is but natural, therefore, to find an alternation in the volume of 
changes made, and the corrections made in the odd-numbered 
years may be disregarded. The assessment of 1908 was the first 
to be made under the direction of the new tax commission and it is 
not surprising that this body should find a considerable volume 
of corrections necessary “‘in order to secure approximate equality 
of assessments on the new basis of valuation.”’ Two years 
later the aggregate volume of changes was much less and the net 
result was a slight decrease in the total valuation of real estate. 
These changes occurred mainly, though not entirely, in the 
southwestern quarter of the state. Beginning with 1912 the tax 
commission has had to deal more severely with the local 
returns in order to secure approximate equality in the assess- 
ment. The unusual amount added to the valuation of farm lands 
in 1914 was on account of excessive allowances by some local 
assessors for the effect of the drouth and crop failure of the pre- 
ceding summer. 

The method of equalization used in 1916 was outlined in a brief 
preliminary bulletin issued by the commission. The fifty coun- 
ties in which the largest increases had been made were taken as a 
standard and enough was added to the other counties to bring 
them to the same basis of valuation. In twenty-three of these 
counties the local assessment had been increased but by insuffi- 
cient amounts to comply with the commission’s requirements; 
and in thirty-two counties the assessors had reduced their valua- 
tions as compared with 1915. The marked increase in the assess- 
ment of lots and improvements in 1916 was due to a further classi- 
fication of urban real estate, whereby unplatted lands in cities 
were separately listed. This class was equalized at $29,116,652.1 

Because of the compensatory effect of positive and negative 
changes the commission’s activity in equalization is better re- 
vealed by the number of changes than by the variations in total 
equalized valuation. The number of counties in which changes 
in the local returns were made is given in the table on the next 
page. These changes are either in the form of a regular per- 


1 Kansas Tax Commission, Report, 1916, p. 339. 
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centage applied to the whole county or a special change made 
in some district.! 

These figures parallel, roughly, those in the preceding table. 
They also indicate that lessened activity has been more respon- 
sible than compensatory offsets in determining the net change - 
through equalization. This diminishing activity has characterized 
especially the treatment of city lots, in the local returns of which 
no regular percentage changes have been made since 1912. The 


NuMBER OF CHANGES IN COUNTY VALUATIONS IN THE STATE EQUALIZATION 


Regular changes Special changes 

rae ae Total 

Year Lands Lots Lands and lots special 

changes 

Increase | Decrease | Increase | Decrease | Increase | Decrease 

TQO8. See no nes 18 7 26 7 10 17 
I9Io 9 II 8 II 7 24 31 
IgI2.. 35 9 3 I 5 TD 17 
MO 5 Ba. om5.e 47 3 be er Il re 24 
TOLOGe esta ese 38 8 oes site 12 2 14 


total number of special changes was higher in 1910 than in any 
other year. On the other hand, farm lands have been handled 
with marked severity since 1910. In this year there were more 
decreases than increases; there were more increases than de- 
creases in 1912 while no decreases were allowed in 1914 or 1916 
and an unusual number of increases was ordered in each of these 
years. 

The justification offered for this course is that under the old 
regime city real estate had been assessed on a higher basis than 
farm property and that such action had been necessary in recent 
years to secure equality on the higher basis of assessment. This 
situation is unique and peculiar to states like Kansas. Through- 
out, however, the local assessor runs true to type; for he tends to 
favor the wealthy class. In rural Kansas this class is composed 
largely of farmers and farm property is relatively underassessed. 


* Compiled from the biennial reports. The commission classifies the changes in 
county equalized values as regular and special. 
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In the states farther east the wealthy classes are city dwellers 
and the greater favoritism has naturally been shown to urban 
property." 

The separate return of farm lands and improvements in 1912 
and thereafter is a very desirable improvement over the former 
practice. This change was the fruit of suggestions made at the 
annual conferences of the National Tax Association;? and in 
connection with it the commission has recommended provision 
for land maps large enough to enter thereon each parcel of land 
with a memorandum of the quantity of each class of land as 
determined by the assessing officials after a survey or reasonably 
close approximation. About 73 per cent of the total acreage of the 
state was reported as cultivable and of this cultivable area, more 
than 60 per cent was under cultivation. 

A second test of the state equalization relates to the basis of 
valuation. Do these figures represent actual cash value ? It is 
not possible to answer this question precisely, especially for the 
valuations of city real estate; but the figures obtained by the 
thirteenth United States Census afford a check upon the valua- 
tion of farm property. The census valuation of farm lands, as of 
April 15, 1910, was $1,537,976,573, and of farm buildings, $199,- 
579,599, a total of $1,736,556,172. The equalized value of lands 
and improvements in 1910 was $1,353,199,725. It appears some- 
what doubtful if the disparity of $383,356,447, or more than 31 
per cent, between the assessed and the census valuations of sub- 
stantially the same property can be entirely accounted for by 
differences in acreage appraised or by overvaluation in the returns 
to the census enumerators. In 1914 the commission declared that 
its investigations showed that lands in Kansas were not yet 
assessed at their actual value in money according to the intention 
of the law, and upon the basis of this finding it proceeded to order 
the extensive increases of that year.* The inactivity in dealing 

1 Cf. above, chs. 1, 6, 8. 

2 Kansas Tax Commission, Third Report to the Legislature, 1913, pp. 65-67. 
Laws of Kansas, 1911, ch. 316. 

3 Kansas Tax Commission, Report, 1914, p. 182. Cf. also, 2bid., 1916, pp. 277, 


278. The commission asserts again that competitive undervaluation is being ex- 
tensively practiced in order to shift taxes. 
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with lots and improvements thereon suggests that the commission 
has not yet attempted to raise all classes of real property to full 
value, but has sought merely to bring lands up to the level of lots, 
without regard to whether either class was really assessed at full 
value. Indeed, the commission disclaims any intention of raising 
the valuation of property through equalization, unless the evi- 
dence reveals studied attempt to evade taxes by excessive 
undervaluation. In such cases it will equalize, apparently, by 
increasing the undervalued properties to the general level of other 
assessments.! The uncertainty of the basis of assessment for 
personal property affords additional warrant for the hesitation at 
advancing lands too abruptly to full value. Equality of tax 
burden is always more important than that any class be assessed 
at full value. Such data as are at hand indicate that all sorts of 
personal property, especially of the more intangible sorts, are not 
yet assessed at full value.? 

A third test of the state equalization is that of the relative 
value of the lands of different districts. It is obvious that land of 
the same grade and desirability of location should be assessed on 
the same basis, regardless of the fact that surveyor’s lines had 
created separate assessment jurisdictions and had placed some of 
this land in one, some in another of these jurisdictions. If the 
local assessment fails to produce equality of this sort, it is the 
function of the local and state equalizations to afford the neces- 
sary correction. Comparison of the average values of land in the 
several counties from 1910 to 1914 reveals a general progression 
toward a smoother gradation from the more populous and fertile 
sections of the eastern part of the state to the less thickly settled 
and more barren districts of the western part.’ In this respect the 

1 Kansas Tax Commission, Report, 1914, p. 181. Mr. Howe stated at the Na- 
tional Tax Conference of 1914 that most of the increases of 1914 were made in 
counties in which the local aggregate was lower than in 1913. Proceedings of the 
National Tax Conference, 1914, p. 90. In the memorandum explanatory of the 
equalization of 1916 above referred to it was stated that the increases in certain 
counties were necessary in order to bring certain counties to the level of assess- 
ments which had been voluntarily established in certain other counties. 

2 Cf. below, p. 457. 


’ Kansas Tax Commission, Third Report to the Legislature, 1913, pp. 35-45. 
This comparison may be made by referring to a series of outline maps published in 
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commission is eliminating discrepancies between counties and the 
exceptions are explicable on account of local conditions. There is 
less certainty that the inequalities between townships have been 
dealt with so effectively. The commission recognizes the exist- 
ence of inequalities of this sort, but it ascribes the responsibility 
for such conditions to the policy of requiring the township trustee 
to act as the assessor ex officio.! The person elected to this office 
is often unfitted to be the assessor; and he is usually allowed 
neither time nor funds sufficient to perform an efficient assess- 
ment. Many of the township trustees resigned rather than under- 
take the classification of farm lands as required by the commission 
in 1912. The most extreme of several serious cases disclosed by 
reassessment proceedings was the following: ” 


AVERAGE ASSESSED VALUES PER ACRE OF LANDS SEPARATED BY 
TownsHr LINES : 
137, 149, 129, 116, 96, 70, 91, 82, 70, 76, 73, 71 
POWNSIID) ere Oe nara shee eID A area sane ee cactenirs, oh nen a) eo LINE 
78, 75, 76, 62, 52, 44, 45, 47, 44, 44, 40, 53 


This discrepancy was apparently not an isolated case, for the 
commission declared that it was impossible for the local boards of 
review to make adequate corrections of unequally assessed prop- 
erties. These inequalities are not eliminated by the tax com- 
mission either, unless brought to its attention through appeal. 
Because of the statutory limitations on the time allowed for the 
state equalization and the lack of funds for an adequate investiga- 
tion of the local assessment, the commission has been compelled 
to assume that the local valuation and equalization are equitable 
unless shown by complainants to be otherwise. The present 
facilities for checking up and testing the local returns have not 
been equal to the task of a thorough inspection on an independent 
basis. A reliable sales ratio prepared for each township might 


the biennial reports, showing the average assessed valuation of lands in each county 
for the successive reassessment years. 

1 Kansas Tax Commission, Third Report to the Legislature, 1913, pp- 35-45. 

2 Tbid., Dp. 30. S Nidibe a oy ehey 

4 Remarks of Commissioner Glass, in Proceedings of the National Tax Confer- 
ence, 1910, pp. 365-371. Also, Kansas Tax Commission, Report, 1916, pp. 377, 378. 
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accomplish this and the fact that such inequalities have escaped 
attention is another indication of the insufficiency of the Kansas 
method of constructing the ratios.! 

The commission recommends the remedy of a quadrennial 
assessment of real estate, made from an actual view of the prop- 
erty and performed under the immediate direction of the county 
assessor. It is suggested that one year be taken for this work and 
that improvements be added annually. This recommendation 
appears to be eminently wise. The commission feels strongly that 
greater administrative centralization will prove necessary to 
relieve the inequalities of the original assessment, without which 
no equalization will prove successful. It seems clear, however, 
from the evidence and from the commission’s own statements that 
there yet remain in the real estate assessments numerous inequali- 
ties which are not eliminated by local and state equalization as of 
necessity performed under existing laws. 

Turning now to the equalization of personal property assess- 
ments, it is of course natural that greater indefiniteness must 
characterize the methods employed and the results attained. The 
defects of the general property tax stand out most strikingly at 
this point. Field work and inspection tours afford little informa- 
tion of value because of the mobility of many forms of personalty 
and the elusiveness of other forms. The number or quality of the 
live stock found at the date of reassessment bears little necessary 
relation to the number or quality of such property in the district 
on the date of original assessment. The series of uneven crop 
years which Kansas has recently experienced has increased the 
difficulty of listing and valuing live stock, as farmers have been 
tempted to scale down values with the increased scarcity and 

1 A recent instance of local inefficiency which was not detected by the commis- 
sion’s method of equalization was discovered in 1915, through an appeal for a re- 
assessment. The township assessor had reduced the average assessment of land 
per acre from $79.87 in 1911 to $60.23 in 1912. This reduction was unnoticed and 
the slight increases ordered by the tax commission for the county as a whole in the 
equalizations of 1912 and 1914 left the lands of this township in 1915 far below the 
assessed valuation of 1911. The commission stated in reviewing this case that no 
attempt had been made to equalize among the townships of any county for lack of 


time and information. In the Matter of the Reassessment of Wamego Township, 
Potiawatamie County, 1915. Kansas Tax Commission, Report, 1916, pp. 41-46. 
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higher prices of feed. The wholesale disposition of stock in lean 
years has intensified the alternating rise and fall of stock prices 
and has rendered evenness of assessment much more difficult. In 
general, the commission has made little change in the local totals 
of personal property, as the figures below reveal: ! 


NET CHANGE IN PERSONALTY AGGREGATE BY THE TAX COMMISSION 


Year Amount reduced Year Amount reduced 
TLOOS et ie PLZO;505° 0 HOURS Saco como ws eaetenyigh 
NOOO aS ate cie 8;200s850 TO LA easy esse 180,034 * 
TOLOA awison s) | FOLTO 22 LOLS Cee eens SO4, O01" 
TOUR e ks: 500 TOTO ase aenwnn ee 172,532 
LOU2 Vs Peas sche 170,597 

= Increase 


The principal attention has been given, in recent years, to the 
equalization of farm animals. Since 1914 the commission has 
followed the plan of dividing the state into three districts, eastern, 
middle, and western, and averaging the assessed values of farm 
animals for each section. Average values in the several counties 
have then been adjusted in accordance with the district averages. 
Increases were made in only three counties in 1914 as the result of 
this rough approximation to equality.2 The relatively large in- 
crease of 1915 was practically all placed upon the assessed valua- 
tion of certain classes of farm animals in twenty-two counties.’ 

There is little attempt to equalize the returns of other classes 
of personal property. The obvious impossibility of bettering the 
situation thereby justifies this neglect, though it increases the 
commission’s responsibility for adequate local assessment. The 
process of equalization becomes, therefore, of comparatively 
little significance for the distribution of the tax burden among 
classes of personalty. It is rather a problem of original assessment 
and any contribution to greater equality among classes of per- 
sonal property which the commission may make must be through 
its supervisory influence over the original assessment process, 
whereby the local officials are held more steadily to their tasks. 

There remains the question of the proportion of the total tax 
burden borne by real and personal property, as compared with 


1 From data in the biennial reports of the Tax Commission. 
2 Kansas Tax Commission, Report, 1914, p. 186.  * Ibid., 1916, pp. 97-104. 
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each other and with the corporate property centrally assessed. 
An inspection of the percentage distribution of the total assess- 
ment reveals a fairly constant ratio of real property to total since 
1880. In the fifteen years, 1900-14 inclusive, this ratio ranged 
from 64-66 per cent during twelve years, touching 63.22, 63.29, 
and 66.01 per cent, respectively, in the other three years. The 
most striking fact is the rise of the percentage of personalty to 
total from 10.61 per cent in 1895 to 20.20 per cent in 1910. From 
this relatively high point it had declined by 1914 to 18.75 per 
cent. Although the higher ratio of personalty to total assessment 
means a shift of a portion of the tax burden to that class, the 
advantage still remains with it, in all probability, even in so 
distinctly rural a state as Kansas. 

The Special Tax Commission of 1go1 reiterated the assertion,’ 
originated in the sixties by the New York State Board of Asses- 
sors,? that the value of personal property was at least equal to 
that of real property. This statement has been quite generally 
accepted, though it has never been fully established and at least 
one writer has contended that the relative amount of personal 
property has been exaggerated.? Nevertheless, it may be ques- 
tioned whether, even in rural Kansas, the proportion of taxable 
personalty is not greater than one-fifth of the total taxable wealth 
of the state. The commission has stated that not all of the 
personal property is taxed under the present method of super- 
vision and control. In 1909 it was estimated that about as much 
personalty still escaped assessment as was then listed on the 
duplicates.‘ In the decision recently rendered by the state 
supreme court on the mortgage registration law the court 
accepted the estimate that the $70,000,000 of mortgages assessed 
represented only about one-fourth of the total holdings of this 
character by residents of Kansas.° 


1! Report of the Special Tax Commission of Kansas, 1901, p. 10. 

2 New York State Board of Assessors, Report, 1863, p. 28. 

3 T.S. Adams, Taxation in Maryland, pp. 40-45. The validity of this state- 
ment will depend upon the section of the country to which reference is made. 

* Kansas Tax Commission, First Report to the Legislature, 1900, pp. 27, 28. 

5 Wheeler v. Weightman, 96 Kansas, 50. 
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STATE ASSESSMENT OF PUBLIC SERVICE CORPORATIONS 


Special methods of assessment for public service corporations 
were first applied to the railroads, which had been valued since 
1876 by a state board of assessors composed of the lieutenant 
governor, secretary, treasurer, auditor, and attorney-general.! In 
1897 intercounty and interstate telegraph and telephone com- 
panies were brought under the jurisdiction of the state board; ? 
and in 1907, when the tax commission superseded this board, the 
central assessment was extended to all express, sleeping car, 
equipment car, gas, oil, and pipe-line companies. The valuations 
centrally determined have always been certified back to the 
county auditors on a mileage basis and taxed at the local rates. 

As long as the practice continues of taxing at the local rates the 
valuations which are centrally determined, the basis of local 
assessment cannot be considered unimportant. The Kansas law 
has never authorized an equalization of corporate assessments to 
the same basis as that used for other property, but in practice 
this has often been done although not always accurately. There 
was unpardonable laxity on the part of the earlier local and state 
assessing authorities, and it is impossible now to say whether the 
railroads or general property were favored the more. In 1892 the 
state board defended its action in reducing railroad assessments on 
the ground of undervaluation of the property locally assessed.’ 
The tax commission has attempted to secure approximate 
equality of assessment between corporations and other property 
by enforcing vigorous assessment of both classes. It has not 
undertaken to reduce the specific amounts certified to particular 
tax districts by applying the ratios at which the other property of 
those districts has been assessed. 

Little is known of the details of railroad valuation by the old 
state board of assessors. The brief reports published by this 
board contain but little reference to methods or principles of pro- 
cedure. In 1891 some discussion was undertaken of the principles 
which were said to have been used in the valuation of rolling 


1 Laws of Kansas, 1876, ch. 34. 2 Thid., 1897, ch. 245. 
3 Auditor of Kansas, Report, 1892, pp. v-vili. 
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stock and roadbed. Chief of these were original cost, volume of 
business, earning capacity, terminal facilities, competitive con- 
ditions, and the actual value of the property.!_ The last-men- 
tioned factor begs the whole question of proper valuation by 
independent factors, of course. It is impossible that some of the 
other factors were ever adequately considered from an independ- 
ent standpoint, especially the question of the cost of the road. 
Such data as were available on original cost and running expenses 
must have come from the railroad companies themselves. The law 
of 1876 had provided that certain data were to be returned to the 
state board of assessors, and that this board should have access 
to the statements made by the railroads to the state board of rail- 
road commissioners. Until the Interstate Commerce Commission 
acquired effective control of railroad reports and accounts, how- 
ever, there was little reliance to be placed upon the accuracy of 
these returns and none upon their use for comparative purposes, 
because of the complicated, and to the board, meaningless 
bookkeeping of the railroads. 

The assessment, after 1897, of the telegraph and telephone 
companies by the state board of assessors was performed on much 
the same basis as that of the railroads. It included a large meas- 
ure of guesswork which aimed to approximate the cost of the 
physical equipment and the volume of business done. No attempt 
was made in the case of any corporation to include intangible 
elements of value. In fact the brief sessions devoted to the sub- 
ject were inadequate for any but the most superficial estimates. 
In 1808 the board held only three daily sessions, at which it could 
hardly have done more than determine, in the most general way, 
an appraisal of the properties.” - 

The natural result of this policy of assessment was a valuation 
at a percentage of full value which was probably not greatly 
below, but certainly not above the average for the general prop- 
erty of the state. The agents for the companies were uniformly 
successful in preventing any substantial additions to the valua- 
tion, notwithstanding the steady and rapid growth of railroads in 


1 State Board of Assessors, Report, 1891, pp. 6-11, 16-22. 
2 Benton, Taxation in Kansas, p. 148. 
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the state. Rolling stock was regularly listed at about one-third of 
full values. In 1890 railroads were assessed at $57,973,000, and in 
1893 at $63,581,000. Heavy reductions were made in the years 
following on account of the panic of 1893 and the depression of 
railroad values due to widespread reorganizations; but the re- 
covery in assessed valuations was much slower than the actual 
market conditions warranted. In 1900 the total assessment was 
only $57,621,000. 

The tax commission made its first assessment of corporate prop- 
erty for the year 1908. This portion of the tax law has stood prac- 
tically unaltered since the seventies. The statements required of 
the railroads include the following data: ! 

1. Statistics of track and right-of-way, with proportion of same in each 

city, town and county. 

2. Length of second track, sidings and switches, with location. 

3. A complete list of buildings of every kind, with location and value. 

4. Detailed statement of track equipment, with time of service of the 

iron work. 
. A full list of rolling stock, by classes. 
. A statement of the capital stock and bonds. 


7. A correct, detailed inventory of all tools and all materials for repairs, 
and of all other personal property. 


Nn 


Strangely enough, no statutory provision has been made for data 
relative to the income accounts. The commission may request 
any other desired information and in practice does have before it 
the leading items from these accounts, which are checked by the 
data available from the railroad returns to the Interstate Com- 
merce Commission. 

The methods of valuation followed by the commission have not 
been described in any detail in the published reports, and in inter- 
views the members displayed the characteristic reticence in dis- 
cussing the more intimate features of their plan. On one occasion, 
however, the procedure was summarized as follows: ? 

The returns of the companies were carefully examined; tours of inspec- 


tion over the various railroad systems were made, with a view to noting 
the condition of the property, including the main track, second track, side- 


1 Statutes of Kansas, § 9302, amended by Laws of Kansas, 1909, ch. 243. 
2 Kansas Tax Commission, Report, 1908, pp. 12, 93. Cf. the similar statement 
in the Report for 1916, pp. 61, 62. 
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track, buildings, water and fuel stations, etc. Consideration was also given 
to materials and supplies on hand, rolling stock, moneys, credits, and all 
other property of the companies; the financial features of the properties 
for each of the five preceding years were considered, such as capitalization, 
reported cost of construction, gross and net earnings, operating and main- 
tenance expenses; the relation of the property in Kansas to the interstate 
system of which it was a part, and, in fact, everything which could be con- 
ceived of as bearing upon value received careful study. 


Limited appropriations have rendered impossible a physical 
valuation of the railroads, and in lieu thereof the commission has 
introduced the rather novel plan of actually viewing the physical 
railroad plant of the state. To this end the members have trav- 
ersed annually all of the main lines and as many as possible of the 
branches and secondary lines. By taking the latter in turn, they 
are all viewed in time, probably once in two or three years. These 
journeys have been made entirely at public expense and while the 
roads have offered every courtesy, there has been no suggestion of 
obligation to them for the services rendered. On these expeditions 
the commission has carried with it the railroad inventories of 
buildings and track equipment and has endeavored to check up 
the various items en route. Stops have been made at all impor- 
tant cities and the whole railroad plant, including yard facilities, 
shops, stations and other equipment, has been carefully inspected. 
This survey of the properties must necessarily be rather hastily 
done, but the commission believes that it serves fairly well its 
chief purpose, which is to detect and prevent omissions or im- 
proper allowance for depreciation of the structures and other 
localized property required to be listed for taxation where located. 
These tours are primarily in the interests of the various localities, 
though the knowledge thus attained of the physical character of 
the roads is useful in determining the aggregate valuation. 

The published reports contain no intimation that the final 
figures include any element of intangible or franchise value. The 
law does not require a specific assessment of such elements, 
though it does provide that the average value per mile which is 
certified to the localities shall include franchise with the other 
factors capable of apportionment, such as roadbed, rolling stock, 
materials, and other equipment. There is no separate assessment 
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of franchises, in any case, and the extent to which such factors 
will be allowed to influence the commission’s judgment in deter- 
mining the total valuation will depend largely upon the personnel 
of that body. The present chairman writes that “ as a matter of 
fact there is no state that values intangible assets of the railroads 
to a greater extent than does the Kansas state board.” ! The 
same vigor has been displayed in dealing with the corporate excess 
of other classes of corporations, including those assessed by local 
officials. The courts have recently interpreted the rather general 
and obscure statutory language on the subject of franchise taxa- 
tion so as to sustain the taxation of corporate excess when found 
to exist, whether in a public service or a private corporation.” 

As amended in 1909 the law prescribed identical returns to be 

made to the commission by intercounty and interstate telegraph, 
telephone, and pipe-line companies. These returns were to 
include, in each case: 

1. General data of organization, with location of principal office and ad- 
dresses of principal officers. 

2. Par value of outstanding stock. 

3. Real estate owned in Kansas with location and assessed valuation. 

4. Total length of lines in the state, including lines controlled, with the 
mileage in each county; also an inventory of personal property with 
location. 

5. Total gross receipts from all sources, and from Kansas business. 

6. Operating expenses, classified as the commission may require, and the 
amounts paid in dividends with the rates of same. 

7. Pipe-line companies were also required to state the length, size and 
value of their lines, their tanks and the capacity of the same, and all 
other property owned and controlled by them, with location by 
counties. 


The first board of state assessors had made “ construction and 
business ”’ the basis of valuation for the telephone and telegraph 
companies.‘ Under the earlier regime the latter had acquired the 
habit of asking regularly for a reduction of their assessment and 


1 Letter from S. T. Howe, Dec. 6, 1913. 

2 Cf. S. T. Howe, ‘‘ The Taxation of Corporate Excess,” National Tax Bulletin, 
Nov. 1916, and cases cited. 

3 Revised Statutes of Kansas, §§ 9248-9258, as amended by Laws of Kansas, 
1909, ch. 255. 

4 Boyle, Financial History of Kansas, pp. 133, 134. 
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they have since found difficulty in breaking it. The practice 
probably netted the companies some advantage in reductions, 
and it certainly tended to prevent advances which might other- 
wise have been made. Previous to 1907 the pipe-line companies 
had not been taxed by special methods. The commission de- 
scribed its procedure in dealing with these properties as follows: 1 

The values of property as returned by the companies were studied in 
detail and compared with the returns of other properties of like character. 
The value of materials used in construction; gross earnings; capitalization; 
indebtedness the proceeds of which were used in construction; supplies, 
merchandise or products on hand; relation of the part of the property in 
Kansas to its whole as an interstate system, were all given due considera- 
tion, as well as other facts, conditions or circumstances affecting the several 
properties. 


There had been no special provision before 1907 for the taxation 
of express companies, which had been assessed simply for the 
small amounts of tangible personal property happening to be 
observed and listed by the local assessors. Notwithstanding the 
exceedingly light taxes that were levied under such inadequate 
methods, payment was usually contested. The law of 1907 intro- 
duced an excise tax on gross receipts from interstate business. 
The original rate of 13 per cent was advanced in 1909 to 4 per 
cent. In addition to the excise tax express companies were to be 
taxed, as before, at the local rates on their personal property, 
which was to be assessed and apportioned by the tax commission. 

Various methods have been used in taxing car and special 
equipment companies since these were first made taxable under 
separate tax laws. The present plan, adopted in 1913, is that of a 
valuation of the property by the unit rule with an apportionment 
to Kansas on the basis of mileage of rolling stock. The valuation 
assigned to the state is taxed at the average state rate, for state 
purposes.” 

The commission’s motive in recommending the retention of the 
taxes on these companies has been administrative efficiency rather 
than the desire to open the way for further separation of the 
sources of state and local revenue. In earlier reports a somewhat 


1 Kansas Tax Commission, Report, 1908, p. 100. 
2 Laws of Kansas, 1913, ch. 320. 
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noncommittal position was taken on this question, but more 
recently a definite stand has been taken against the proposal, 
chiefly on the ground that “ to touch the people locally with a 
demand for state revenue will have a tendency to cause legislators 
to be economical in appropriations.”’! The direct state tax has 
been more profitable to the localities as a whole than separation 
would have been, according to a comparison of total corporation 
taxes with the direct tax on general property.? 
CoMPARISON OF TOTAL TAXES PAID BY PUBLIC SERVICE CORPORATIONS 


AND THE STATE DrrecT TAX 
Taxes paid by cen- 


trally assessed public Excess of taxes paid 

service corporations State direct tax on by corporations over 
Year for all purposes general property state tax 
LOO eels) 257425550 $1,931,533 $811,023 
IQ07.---.--- 35150,341 257455797 404,544 
1908........ 3,014,355 2,215,899 798,456 
IQ0Q....---- 3:577,155 3,160,150 417,005 
I9gIO........ 3,492,904 2,895,507 597,397 
IGE. en SOA OO? 3,339,086 608,296 
IgI2.......- 4,049,439 3,304,012 745,427 
Hem acleacam whpmrelin 3,371,988 910,873 
IQT4........ 4,546,038 3,381,751 1,164,287 
IQIS..--..-. 4,747,537 3,620,202 1,127,335 


These figures indicate that for the state as a whole the direct state 
tax has been more profitable than separation of sources would 
have been; but it is quite possible that the chief advantage has 
gone to the counties and tax districts containing large mileages of 
public utilities and that other districts may have been paying out 
much more in direct state tax than they were receiving from the 
corporations.* 

Before final certification of the valuations to the local districts 
the corporations are allowed full rights of appeal to the commis- 
sion sitting as a board of review. This double function of admin- 

1 Kansas Tax Commission, Third Report to the Legislature, 1913, p. 12. Cf. the 
discussion in the Second Report to the Legislature, 1911, pp. 10-14. The Commis- 
sioner of Corporations inferred from this discussion that the Kansas commission 
favored further separation, as recommended by the Kansas Educational Commis- 
sion of 1908, Taxation of Corporations, Pt. IV, p. 118. 

2 The data in the table are from the biennial reports of the tax commission. 

3 Cf. the first effects of separation of sources in California, Report of the California 
Board of Equalization on the First Effects of Separation, 1911, pp. 16, 17. 
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istrator and appeal court requires a rare combination of patience 
and open mindedness, together with the impartial firmness which 
must rest upon expert knowledge of the issues backed by unques- 
tioned personal integrity. There has been little tendency to 
impugn the state tax commissions in general on the ground of 
unfairness or discrimination in their judgments in appeal cases. 
The work of the Kansas commission in handling the corporate 
appeals presents no especially marked features, unless such be 
found in the unusual amount of personal investigation which is 
made before reaching a decision.! 


THE SUPERVISION OF THE LOCAL OFFICIALS 


The powers of supervision which the Kansas commission exer- 
cises over the local officials are both advisory and mandatory. In 
most states the former have been of greater significance, if not by 
plain language of the statute, then by the construction and inter- 
pretation which this language has received from the commission 
and the courts. Advisory supervision is of great importance in 
Kansas, but it constitutes a less significant portion of the com- 
mission’s field of authority than do those powers in the exercise 
of which definite mandatory supervision is conferred. 

The commission’s advisory duties include, in the main, such 
measures for rendering advice and assistance to the local officials 
as correspondence, visits, and conferences; and the general duty 
of acting as expert adviser to officials and the community at large 
on matters of taxation. The volume of correspondence with local 
officers and taxpayers has been large and has dealt with almost 
every possible phase of the taxing system.” The extensive in- 
quiries into the assessed and true value of real estate, conducted 
by the commission at the beginning of its career, were of great 
value in setting before the local officials a definite conception of 
effective state supervision and in educating the latter for the 
better performance of their duties. Considerable reliance has 

1 Abstracts of the appeal cases were published in the Reports for 1908, pp. 115— 
162; and ibid., 1910, pp. 52-72, 229-260. Discontinued in 1912 for lack of funds 


to print the data. 
* Kansas Tax Commission, Second Report to the Legislature, 1911, p. 20. 
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been placed upon personal contact with local officials, through 
visits as well as correspondence; and the regular prescribed 
visits of the commission to the counties have been supplemented 
by tours of inspection by individual members. The tours of rail- 
road inspection are utilized also for establishing contacts with 
taxpayers and local officials. 

Frequent visits to the various taxing districts for the purpose of 
observing the work of the local officials were rendered less neces- 
sary by the provision of a county assessor. Since 1869 the town- 
ship has been the actual assessment unit, an arrangement which 
has favored the spread of disorder and inefficiency in the local 
assessments. The law of 1907 provided that each board of county 
commissioners should appoint a county assessor for a two-year 
term. Two years later the office of county assessor was made 
elective except in counties of 12,000 population or less, in which 
the county clerk was to act as the assessor ex officio.! The ex 
officio principle was further extended in 1913 by raising the popu- 
lation limit to 55,000, though any county might revert to the 
elective system by a petition from the voters ordering an elec- 
tion. As originally drawn in 1907, the bill provided for the 
appointment, by the county assessor with the consent of the 
county commissioners, of sufficient deputy assessors to perform 
the assessment. This feature was omitted at the last moment 
and the county assessor was required to appoint the township 
trustee as the deputy. Though the first legislation was silent on 
the point there was apparently no expectation that these deputies 
were to be transferred to other than their own districts, and an 
amendment of 1909 made such transfer impossible.* Since 1911 
provision has existed for the subdivision of unduly large districts,‘ 
but in 1910 five county boards were reconvened on account of 
delays in making the assessment. 

The county assessor is thus seen to be in general charge of the 
assessment, which is really performed by deputies locally elected. 
The assessor may require the deputies to make a daily report of 
the personal property statements of persons assessed; and he 


1 Laws of Kansas, 1909, ch. 251. * General Statutes of Kansas, 1909, § 9356. 
2 Ibid., 1913, ch. 321. 4 Laws of Kansas, 1911, ch. 320. 
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shall instruct the deputies in their duties either in personal visits 
or in a conference held before the beginning of the assessment 
season. At any time the assessor may list and assess property 
found to have been omitted by a deputy. The latter may be 
suspended by the former upon satisfactory evidence of neglect or 
malfeasance in office. The final power of removal is vested in the 
tax commission. The county assessor is removable by the county 
board or by the tax commission on its own motion. In either case 
a hearing is had before the commission, which issues the final 
removal order. Much credit for the improved tone of affairs must 
be given to this authority, the potentiality of which has rendered 
its actual exercise practically unnecessary. 

The retention of the township trustee as the actual assessing 
officer could not have been expected to be a permanently satis- 
factory arrangement. The legislature’s attempt to economize on 
local officials at this point was particularly unfortunate, since 
in so far as the candidates will be judged on their merits the 
qualifications looked for will be primarily those expected of the 
township trustee. These are not necessarily the qualifications 
appropriate to the successful assessor. Even with this feature, 
however, the Kansas county assessor has had a position superior 
to that of the county tax official in Indiana, because of his power 
to suspend the deputies. But after five years of experience the 
Kansas commission has emphatically condemned the plan, and in 
1gi2 it advanced some valuable recommendations intended to 
bring the county assessor into his own again.! These included 
the abolition of the ex officio principle, placing the county assessor 
in complete charge of the county assessment with full authority 
to appoint the necessary deputies, and provision for more ade- 
quate salaries. These suggestions are fundamentally sound and 
should be adopted. 

The Kansas commission’s struggle to secure an appointive 
assessor in actual charge of the local assessment is of particular 
interest in the light of the collapse of the Ohio experiment.? 


* Kansas Tax Commission, Third Report to the Legislature, 1913, pp. 35-45; 
tbid., Fourth Report, 1915, p. 16. 
2 Cf. below, p. 503. 
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Thus far the people of Kansas have refused to surrender their 
_ prerogative of local election of the assessor, although their will- 
ingness to accept other features of the commission’s program has 
now led to a rather serious administrative retrogression. In 1915 
the commission presented two bills, one providing for an appoin- 
tive county assessor who should assess all property in the county, 
taking a year for the initial assessment of real estate. The other 
bill provided for a quadrennial appraisal of real estate, with the 
proviso that local authorities might cause an intervening assess- 
ment to be made if the public interest required such action. The 
first bill failed, the second passed, and Kansas now faces the pros- 
pect of a quadrennial assessment of real estate by the present 
assessing machinery.! 

Conferences of the county assessors have been held biennially, 
as provided in the law of 1907. The necessary expenses of the 
assessors at these meetings are paid by the counties. The con- 
ferences have proved exceedingly useful for the development of 
interest and the dissemination of proper ideals and methods of 
procedure. Special efforts were made at the first conference to 
elucidate the law and standardize the construction of difficult 
points. No set programs have been prepared for subsequent 
meetings, which have been occupied primarily by the tax com- 
missioners in answering questions and emphasizing the doubtful 
and difficult points in the tax law. 

In 1916 the commission published one of the most helpful and 
useful manuals of instructions to assessors that has ever appeared 
in the United States. The tax law, so far as it deals with the work 
of the local assessors, is analyzed point by point and very com- 
plete instructions are given as to the exact procedure necessary 
in order to make an assessment in conformity with the law. The 
various blank forms are also explained in detail. 

Through the mandatory powers conferred upon the commission 
the Kansas law provides for more effective administrative con- 
trol over the tax system than any other tax law in the United 
States at the present time. The commission may remove the 
county assessor after an investigation and upon causes estab- 


1 Kansas Tax Commission, Fifth Report to the Legislature, 1917, pp. 69-72. 
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lished; it may order a reassessment of any taxing district, either 
upon complaint or upon its own motion; and it may reconvene a 
county board at any time after the same has adjourned. In such 
cases the county board may be compelled to make any changes 
which the commission may regard as necessary to a just equaliza- 
tion. In addition to these more drastic powers the commission 
may exercise other powers of a mandatory nature, similar to those 
enjoyed by tax commissions in general. These include the power 
of compelling the appearance and testimony of witnesses; the 
production of books and papers; the power to compel persons and 
corporations to furnish needed details regarding the value or the 
nature of their property or business, and to compel public officers 
to report information relative to the fiscal system of the state; 
and finally, power to prescribe the forms, blanks, and the system 
of keeping the records of the assessment, levy, and collection of 
taxes. 

The control over witnesses, evidence, and blank forms is a 
necessary adjunct to efficient administration and as such is 
exceedingly valuable. But the more important authority is 
undoubtedly that of removing officials, ordering reassessments, 
and reconvening county boards. The remarkable results which 
have been accomplished in Kansas since 1908 have been largely 
due to the existence and exercise of this authority. Every assess- 
ing officer in the state has been desirous of avoiding the heavy 
hand of the tax commission. 

Yet the power of removal has been exercised conservatively, 
and a removal order has never been issued without the most com- 
plete investigation of the case. Similar caution has been exercised 
in the issue of orders for reassessment and the reconvention of the 
county boards.! In 1910 seven boards were reassembled, six of 
which were recalled because of insufficient time under the statute 
to complete their work.? In this respect the commission’s power 
has been beneficial, since the law requires that the work of a 
county board be completed within ten days. If there be no possi- 


1 In 1915 the commission stated that it had never issued a reassessment order 
on its own motion. Report, 1916, p. 45. 
® Kansas Tax Commission, Report, 1910, abstract of appeal docket, pp. 174-181. 
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bility of an extension the work is crammed into the legal period, 
but at the expense of justice in the equalization. The fact that an 
extension may be granted thus promotes better work on the part 
of the local board, although a better remedy would be to amend 
the law by extending the time allowed to the original session. 

The commission’s methods in dealing with local tax districts 
and its efforts to create a sense of local responsibility for better 
assessments may be illustrated from the following appeal for a 
reassessment.! In a certain case the first returns from the county 
were unsatisfactory and a tentative correction, with radical 
advances, was issued by the commission “‘ as a challenge to the 
people of Labette county.” The challenge proved effective and 
the order was appealed from; a rehearing was granted and a new 
order issued. In the final decision the commission described its 
procedure in reassessment cases as follows: ? 

The testimony introduced at the hearings; the general knowledge of the 
Board in relation to values acquired from county assessors and county 
boards of equalization, who for a period of two weeks were daily before the 
Board; the statistics showing the relative value of agricultural and other 
products as compared with other counties of like acreage and population 


with Labette; the assessment of property in cities over the state, similar in 
size to the cities of Labette county... . 


This method of reviewing assessments differs from that used by 
the Wisconsin and Michigan commissions. In addition to the 
local hearings and general investigation of conditions, the latter 
employ efficient assessors from other counties to reassess all or a 
part of the property in question, and the ratio thus obtained is 
applied to the original assessments of the district or county. Such 
a method is superior to the more general sources of information 
resorted to by the Kansas commission, for which a more elaborate 
investigation is impossible for financial reasons.’ 

We come now to examine the results of supervision of the 
original assessment. Has the Kansas commission, with its exten- 
sive powers and vigorous administration, been able to secure the 
assessment of all property at its full value in money ? In other 


1 Kansas Tax Commission, Report, 1908, p. 190. 2 Thid. 
3 In 1915 the commission employed special assessors to make the reassessment 


which had been ordered in one township. Report, 1916, p. 45. 


452 THE STATE TAX COMMISSION 


words, has the general property tax been reformed in Kansas by 
the sweeping administrative improvements ? 

Some light has been thrown on this inquiry in the discussion of 
the commission’s work as a board of equalization. It was there 
found that inequalities still remained in the assessment of lands, 
chiefly due to the restrictions under which the tax commission has 
been compelled to work. The commission has recognized this 
condition and has consistently urged the legislature to change the 
machinery of assessment in order to insure a more uniform and 
efficient assessment of all property, and especially real estate. A 
more significant test of the operation of the general property tax 
under centralized administration is found in the results of the 
assessment of personal property. For this purpose the general 
range of valuations will first be noted, and then attention will be 
turned to the detailed results of the personal property assessment. 
The equalized assessments of all property since 1907 follow: ” 


EQUALIZED ASSESSMENTS OF PROPERTY IN KANSAS, 1907-16 
(MILLIONS OF DOLLARS) 


1907 | 1908 | 1909 | IgI0 | rorr | ror2 | 1913 | 1914 | roI15 | 1916 
Landsacac. nanesise noes 190.5 |II75.5 |L210.2 }1353.2 |1353-0 |1358.1 |1365.5 |1304.1 |1303.9 |1447.0 
WAOUS CAs cs ceustem raven avereresencrens 78.7| 360.3 | 377.6| 424.6] 430.3| 440.3] 445.7] 441.2] 450.3] 457-9 
Total real estate ....| 269.2 |1535.9 |1587.8 |1777.8 |1793.2 |1798.4 |1811.2 |1835.3 |1844.2 | 1905.8 
Personaltyiegr oles tein 78.0| 474.1 | 505.1] 554.2| 556.7] 517.4] 562.5] 525.5 | 607.8| 635.3 
Public service corpora- 
GIONS ree sere eee 77.3| 404.4] 416.4] 420.1 | 427.1] 431.2] 436.1 | 440.9] 432.6] 439.8 
Grand total.........] 425.3 |2414.3 |2512.9 |2752.1 |2777.1 |2746.9 |2809.8 |2804.8 |2884.6 |2980.9 


These are phenomenal results to be achieved with. so little 
friction and difficulty. The commission secured the passage of a 
law limiting the tax levies, except for sinking fund and interest 
charges, special assessments, and the necessary charges involved 
by any plan for the construction of county roads under a former 
act.’ Some limitation on the levying power was the necessary and 
logical step in connection with any material advance in valua- 


1 Cf. above, pp. 428-433. 
* Compiled from the biennial reports of the tax commission. 
§ Laws of Kansas, 1908, ch. 78; also, Laws of Kansas, 1900, ch. 245. 
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tions, since many of the localities had adjusted their levies to the 
old status of assessments. The commission has not believed that 
this compulsory reduction in tax rates had any influence upon the 
valuations in 1908, an increase which the chairman interpreted as 
having been secured by the assessors acting under instructions to 
assess at full value rather than under the spur of local necessity.! 
This view is more flattering to the assessors, but it is, in reality, 
an open question as to how far the increase in valuation has come 
simply by raising the valuation of the property formerly on the 
duplicate and how far by a more complete inventory of all tax- 
able property. In the case of real estate there has been a fairly 
complete assessment, without question; but in the case of some 
forms of personal property, there is considerable doubt if much 
improvement has been effected, either in the amount listed or in 
the valuation. This will appear more fully from a consideration 
of the details of the personal property figures, which are given in 
an appendix to this chapter.” 

It is evident from the gaps in the record for 1907 that some 
revision of the system was sadly needed. From 1908 to 1911 the 
total assessment of tangibles and intangibles preserved roughly 
the relation of two to one, even with considerable increases in 
each class. In 1912 this proportion was disturbed by the decline 
in the assessed valuation of farm animals and farm products, due 
to crop failures in 1911. The census valuation of farm animals for 
April 15, 1910, was $245,926,421, so that after allowing for dif- 
ferences in the number of animals valued in the two appraisals and 
for the cost of marketing, this class of property was fairly well 
assessed. Data are not available by which to check the assess- 
ment of the other classes of tangible personalty. It is signifi- 
cant, however, of the unequal pressure of the uniform rule that 
about one-tenth of the entire group of tangibles has been com- 


1 Letter from Mr. S. T. Howe, Dec. 6, 1913. In subsequent correspondence and 
in the published reports the commission has been inclined to emphasize the influence 
of the local desire to shift state taxes in depressing valuations rather than the in- 
fluence of the tax limit law in keeping them up. Letter from S. T. Howe, June 1, 
1916, and Kansas Tax Commission, Fifth Report to the Legislature, 1917, p. 71. 

2 Compiled from data in the biennial reports of the Kansas Tax Commission. 
Cf. below, p. 457. 
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posed of virtually unproductive property such as household 
effects, watches, books, and musical instruments. This percent- 
age is lowered in 1915 and 1916 by the marked increase in the 
assessment of live stock, vehicles and farm products. 

The most important items of the intangible group are moneys, 
credits and mortgages; but in the case of mortgages only can the 
showing be considered at all satisfactory. A slight gain was made 
in the amount of moneys assessed to 1910, but in 1914 the total 
was somewhat below that for 1908. Meantime the total individ- 
ual deposits in banks (including savings and time deposits) had 
risen from $126,800,000 in 1908 to $232,386,000 in 1916.1 The 
changes in the amount of credits assessed have been unimportant 
except for the small gain made in 1916. It is impossible to test the 
assessment of this class by comparative data, but the right of 
deducting debts from credits is an argument against any higher 
basis of assessment than appears to have been used in the assess- 
ment of money. 

The listing of mortgages has been more satisfactory and the 
steady increase of these figures is in marked contrast to the ex- 
perience of the Michigan board of tax commissioners.2 The 
increase of mortgages assessed in Kansas has been largely due to a 
thorough system of tracing ownership and a fearless policy of 
assessment when found. The commission’s activity in this work 
contributed to a premature reaction against the injustice of the 
uniform rule. Without modifying the constitutional provisions 
relating to taxation the legislature adopted a mortgage registry 
tax, to be levied in lieu of all other taxes. The special treatment 
of mortgages is sound in principle but the Kansas court of neces- 
sity rejected the mortgage registry tax as a violation of the 
uniform rule of the constitution. This conclusion was inevitable, 
though the court accepted at its face value the evidence intro- 
duced to prove the escape of the major portion of the taxable 
mortgage indebtedness owned by citizens of the state.? Whenever 
the state constitution contains the uniform rule, tax reform must 
begin with the amendment of the organic law. 


1 Comptroller of the Currency, Report, 1916. 
2 Cf. above, ch. 9. 3 90 Kansas, 50. 
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The amounts of corporation and bank stock are matters of 
public record and the increases that have been made in these 
figures are evidence neither of the reform of the general property 
tax nor of efficiency in listing sequestered property. The item 
“stocks and bonds,” which includes the returns of individuals, 
reveals the same tendencies as have been observed in the case of 
moneys and credits. While these figures reflect in many respects 
the energy and diligence of the tax commission in its efforts to 
improve the listing and valuation of personal property, yet it 
must be concluded that the general property tax in Kansas 
remains as defective as ever and that all of the administrative 
improvements have not sufficed to correct the weaknesses which 
have been apparent during the past generation. The elaborate 
extension of the list of both tangible and intangible items has 
found no justification in the increases that have been made, for 
the assessor and the taxpayer between them have found ample 
opportunity for evasion and undervaluation. It is not denied 
that the results of centralized administration in Kansas have been 
creditable, under the circumstances. Kansas, a primarily rural 
state, taxes more personal property than New York. But the 
showing is not such as to warrant any hopeful inferences to be 
drawn concerning the future of the general property tax under 
centralized administration. It is, and apparently will continue 
to be, a failure. 


UnirorM AUDITING AND ACCOUNTING SYSTEMS 


The act of 1907 required the commission to inquire into the 
systems of accounting and auditing of public funds then in use in 
cities, towns, and counties, and to prescribe a uniform system. 
The commission adopted a system which had been developed by a 
public accountant, and which had already been adopted by forty- 
four counties.!. By 1914 the system was reported in use in all or 
parts of ninety-nine counties. The commission now recommends 
the establishment of a separate state accounting department 
with more adequate equipment for the installation and super- 


1 Kansas Tax Commission, Second Report to the Legislature, 1911, pp. 28-31. 
Also Kansas Tax Commission, Report, 1910, pp. 172, 173. 
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vision of proper accounting and auditing systems.! This sugges- 
tion is an indication that the present duties of the tax commission 
are absorbing practically its whole attention and energy, and that 
further extensions of the policy of administrative supervision 
upon which the state has entered should be met by an adequate 
expansion of the state’s administrative organization. 


RECOMMENDATIONS 


The Kansas commission follows the Wisconsin commission’s 
plan of discussing many subjects in its various reports, in order to 
keep these questions before the people, while it proposes only a 
small number of bills upon which legislative attention is concen- 
trated. It acts, in addition, as a reference bureau upon questions 
relating to the state finances, and frequently supplies committees 
with opinions or materials upon propositions before the latter. In 
1912 the commission prepared bills upon but four measures. 
In addition it discussed the following points but made no recom- 
mendations thereon to the legislature: ? 

. Increasing tax burden. 

. The division of total assessment among classes of property. 
. Compilations of tax data. 

. Uniform accounting. 

. Tax systems of other states. 

. Classification of real estate. 

. Tax commissions. 

. The National Tax Association and its annual conferences. 


. The Pullman Company Tax. 
. Taxation of mortgages. 


00 ON ANPWDHND H 
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In the latest report to the legislature, dated January 8, 1917, the 
commission reviews its former discussion of these topics and sug- 
gests that it has prepared, or will prepare, such bills on any of 
them as will embody its specific recommendations for reform in 
the Kansas tax system.* 

1 Kansas Tax Commission, Fourth Report to the Legislature, 1915, p. 18. 

* Ibid., Third Report to the Legislature, 1913, p. 85. The Commission recom- 
mended bills on a, a constitutional amendment; 5, an amendment to the inheritance 
tax (the whole measure was repealed in 1913); c, a county assessor; and d, the col- 


lection of mortgages statistics. 
3 Tbid., Fifth Report to the Legislature, 1917, p. 72. 
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CHAPTER XIV 


THE OREGON STATE TAX COMMISSION! 


OREGON’S experience with the general property tax during the 
long period of administrative decentralization was very similar 
to that of the states farther east. The comparatively simple 
economic conditions which prevailed in the first generation of 
statehood were not a sufficiently favorable environment to per- 
mit the development of the general property tax free from the 
fatal defects which have been universally encountered. By 1885 
a special tax commission had been created to study conditions 
which have been summed up thus by one writer: ” 

Undervaluation of realty, escape of personalty, fraud resulting from de- 


duction of debts from total valuation, light taxes upon corporations, and 
poor administration of the laws. . . . 


This indictment of the Oregon tax system is monotonously 
familiar; it could have been brought against the tax system of 
any state east of the Rocky Mountains at that time. Such evi- 
dence of decay in the general property tax in a state so remote 
from the great centers of wealth and population indicates that the 
disease with which this system of taxation was afflicted was con- 
genital. The special commission of 1885 recommended several 
significant reforms,’ including on the administrative side pro- 
posals for a state board of equalization, the appointment of 
deputy assessors by the county court, and the substitution of the 
county commissioners for the assessors as the county board of 
review. The same problems were dealt with by a second special 

1 Formerly the State Board of Tax Commissioners. Title changed by laws of 
Oregon, 1913, ch. 359. 

2 Cf. Chapman, op. cit., p. 70. 

3 The report is reviewed by Chapman, of. cit., pp. 70, 71. A state board of 
equalization had been established in 1871 but it proved incapable of accomplishing 
anything further than the acceleration of undervaluation, and it was dropped in 


1874. Cf. Gilbert, ‘Tax Apportionment in Oregon,” Pol. Sci. Quart., xxvi, pp. 
277 if. 
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tax commission, reporting in 1891, but the recommendations of 
this body were less concerned with administrative reform than 
with changes in specific features of the tax system.! 

The continuance of undervaluation led finally to the reéstab- 
lishment of a state board of equalization in 1891.2 This board was 
invested with no effective powers of equalization and competitive 
undervaluation waxed even more severe during its brief adminis- 
tration. It was abolished in 1898,’ and the general verdict upon 
its work was thus expressed by the third special tax commission, 
reporting in 1906: 4 

The workings of the state board of equalization were found to result in 


greater inequality than resulted from taking the assessments made by the 
various assessors without equalization, as chance would have them be. 


The intolerable features of the old system still persisted, even 
after the abandonment of the state board of equalization, and in 
1go1 the legislature provided for a fixed apportionment of the 
state tax among the counties upon the basis of the average 
assessed valuations of the five years preceding. This schedule was 
to continue in force until 1905 when a method of apportionment 
based on county expenditures was to be instituted.’ The plan 
contemplated the use of the average expenditures for the preced- 
ing five-year period, and excluded, at first, expenditures for roads; 
later, expenditures for county courthouses, outlays caused by 
pestilence or epidemics, and payments of interest and principal on 
county debts. In general the tendency was to exclude invest- 
ments and extraordinary expenditures and to base the apportion- 
ment upon current expenditures.6 No apportionment was ever 
actually made on the basis of expenditures. The plan was post- 
poned first until 1910 and later until 1912, and in the meantime it 
was held invalid on account of constitutional limitations.’? With 

1 Cf. Chapman, op. cit., pp. 71, 72. 

2 Laws of Oregon, 1891, p. 182. Previous to 1907 the Oregon session laws were 
not arranged according to chapters and the citations are to the page on which the 
law referred to begins. The customary method of arrangement was introduced in 


this year. Jbid., 1907, p. 5. 
3 [bid., 1898, p. 15. 5 Described in ibid., pp. 68ff. 


4 Report of the Board of Commissioners,1906,p.67. ° Gilbert, loc. cit., p. 277. 
7 Yamhill County v. Foster, 53 Oregon, 124. 
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the last postponement, in 1907, the legislature adopted again the 
old system of apportionment on the basis of the county ratios 
which had been prepared in 1901. This method was adjudged 
unconstitutional in 1909 as a violation of the uniformity clause, 
but the special tax commission of 1906 expressed the belief that 
under it “‘ substantial equality ’’ had been attained in 1905.1 The 
legislature, then in session, hastily constituted the governor, 
treasurer, and secretary of state a special board of equalization 
and requested it to assume the disagreeable duty of affording relief 
from the discomforts of the former makeshifts at equalization.? 

In the same session provision was made for a permanent tax 
commission to be composed of the three elective state officers 
appointed to the temporary board of equalization and two mem- 
bers chosen by the governor on a partizan basis.* This form of 
organization had been recommended by the special commission 
of 1906, to whom the advantages of economy, by utilizing the 
state officers, appealed strongly. It was expected that the two 
appointive members would be experts who would solve all of the 
difficult problems and do most of the active work; and in prac- 
tice these anticipations have been fulfilled. It was not foreseen 
that the ex officio members, who constituted a majority of the 
board, might possibly be led to obstruct the attempts of the 
expert members at efficient and unbiassed administration. It is 
an open secret, however, that such has been the outcome; and 
the fond theory of the creators of this scheme, that the elective 
officers were more closely accountable to the people and hence 
should be in the majority, has resulted in the occasional sacrifice 
of efficiency to political expediency. 

The law of 1909 required the board of tax commissioners to per- 
form the state equalization, to assess certain classes of corpora- 
tions, to exercise general supervision over the tax system, and to 
make such recommendations as seemed desirable after a study of 
the tax systems of other states. 


1 Report of the Board of Commissioners, 1906, p. 70. 
2 Laws of Oregon, 1909, ch. 14. 

sbide ch 218. 

4 Report of the Board of Commissioners, 1906, p. 45. 
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EQUALIZATION 


The first equalization undertaken by the new board was for the 
year 1910, on the basis of the local returns for t909. In preparing 
for this task a new variant of the sales method was developed. 
Data were collected from the county records concerning some 
30,000 sales of real property by warranty deed, all of the sales 
having occurred in the year ending March 1, 1909. No sale was 
used in which the stated consideration was less than $100. The 
number of sales from each county ranged from 200 in the smaller 
counties to some gooo in Multnomah county, containing the 
city of Portland. The board described the computation of the 
ratio as follows: ! 

The assessed valuation of each parcel of property for the year was then 
secured. Thereafter the lists were carefully checked and all sales wherein 
the consideration appeared to be nominal or fictitious were eliminated. In 
preparing the record, sales and assessments of rural or urban and of town 
or city property were separately considered. The total number of sales 
finally used was about 19,200. The ratio for each county was secured by 


dividing the total of assessments by the total of considerations of the same 
property therein. 


In subsequent equalizations practically the same method has 
been followed except that a three-year period has been used and 
all sales have been rejected in which the stated consideration was 
less than $500. It is clear that this test has eliminated only those 
transactions known as “‘ dollar sales,’ and that it has afforded no 
guarantee that the higher sum recorded was the amount actually 
paid. Since the commission was compelled, for lack of funds, to 
depend altogether upon the inspection performed in the central 
office for the elimination of improper data, the earlier Oregon 
sales ratios were of doubtful accuracy. In recent years the 
appropriations for the department have been materially increased 
and a considerable amount of field inspection and elimination 
has been done in the course of collecting the later sales data. 
The Oregon commission has not relied upon its sales ratios as the 
exclusive guide to a proper equalization, but has supplemented 
them by data collected in other ways. 


1 State Board of Tax Commissioners, Report, 1911, p. 8. 
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One of the supplementary sources of information, though not 
a wholly reliable one, has been the statements made by applicants 
for loans from a state fund from which such assistance has often 
been given. These applications contain a statement of the as- 
sessed value, the prospective borrower’s estimate of the value, 
and the appraisal by the state loan agent who has investigated 
the quality of the security offered and the character of the appli- 
cant. While in general there would be a tendency for borrowers 
to overstate the value of their property when the motive was a 
loan based upon that value, yet the correction made by the state 
agent provides a fairly satisfactory check to such overstate- 
ments. No direct use has been made of these data in construct- 
ing the ratios, but they have been of value as a guide in the use 
which has been made of the percentages compiled from the sales 
data. 

The methods followed in the equalization of personal property 
have been much more indefinite. With regard to live stock the 
board has proceeded upon the assumption that substantial 
equality could be obtained by equalizing on a per capita basis, 
“taking into consideration natural differences in values for dif- 
ferent sections of the state.’’! .The means of ascertaining these 
natural. differences in values are not described. Regarding other 
classes of personal property, both tangible and intangible, it has 
been stated that the equalization ‘“‘ depends on such information 
and data regarding assessment. methods as the Board is able to 
secure and as may be exhibited by the summaries of assessment 
rolls.” ? The latter source of information is apt to be rather bar- 
ren. In 1909 the assessors of the state were summoned before the 
commission and questioned with regard to their methods of assess- 
ment and standards of value. But information from this source, 
unsupported by other reliable evidence, would hardly be a safe 
guide to follow; for it has been the general experience that a 
part, at least, of the variations in the standard of valuation has 
been traceable to the assessor’s ignorance of the true values of the 
properties assessed. 


' State Board of Tax Commissioners, Report, 1909, p. 9. 
2 Ibid. 
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The state equalization in Oregon extends only to the totals for 
the counties and does not affect at all the results within the county 
for local taxation purposes. The original assessments of individ- 
uals are first equalized within the county by a county board of 
equalization consisting of the county clerk, assessor and judge. 
Appeals from the action of this board go, not to the tax commis- 
sion, but to the circuit court of the county. It is impossible to 
afford relief to individuals or even to taxing districts through the 
state equalization and the fundamental problem of central super- 
vision is therefore still untouched by the reform measures thus 
far enacted. All that the board attempts to do, under the cir- 
cumstances, is to attain equality among the several counties for 
the distribution of the state tax, and this, it believes, has been 
accomplished. As evidence of this achievement the board cites 
the increase in total valuation which has been effected and also the 
asserted fact that competition to reduce valuations has practi- 
cally ceased.! The use of a ratio, even though it is not scientifi- 
cally accurate, has had the effect often of discouraging deliberate 
undervaluation, since the certainty that some corrective would be 
applied to the figures diminished by so much the local official’s 
temptation to disregard the law. The heavy burden of county 
taxes remains, however, a sufficient incentive to undervaluation 
on the part of those persons who may desire to evade a part of 
their just burden. In 1913 the aggregate state tax collected from 
general property was $2,541,196, while the total taxes on the 
same property for county purposes were $7,377,705.” 

The mere fact of an increase in the assessed valuations is not 
positive evidence, per se, of greater equality of assessments, 
though it may indicate, as the board has suggested, that com- 
petitive undervaluation has been checked. The board’s argument 
proves little, for valuations might have risen even more rapidly 
had there actually been no attempt in any tax district to hold 
them down. The general results of the state equalization will 
now be examined for such evidence as may be found of the 
tendency toward greater equality, and for that purpose the 


1 State Board of Tax Commissioners, Report, 1911, pp. 9, 10; ibid., 1915, p. 7. 
2 Bureau of the Census, Wealth, Debt and Taxation, 1913, li, pp. 36, 182. 
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aggregate assessment of different classes of property for certain 
years is given below.! 

There was no state equalization in 1900 or 1905, the state tax 
being apportioned on the local figures in the former year and in 
the latter year on the basis of the county percentages established 
in 1901. The three years following 1905 show a total increase in 
real property of almost 1oo per cent, the bulk of which was 
borne by nontillable lands and town and city lots. The increase 
of 62.7 per cent in population from 1900 to 1910, together with the 
consequent rapid development of the agricultural resources of the 


ASSESSED VALUATION OF ALL PROPERTY IN OREGON, 1900-14 
(MILLIONS OF DOLLARS) 


Class of property 1900 1905 1908 1909 IQI2 1913 IQI4 
Rillablelandse cece aa 2453 eS oan || 107201 135-5 s tomes O.o oars 
Nontillable lands .......... 20.8 | 52.5 | 162.9 | 139.8 | 108.0 | 126.6 | 115.2 
Timberland sin jivtce pvccstevatoys sicsil| peeeovanay ull wmcttevasten fl ueaeeae lho eacncte gill geet eon Meee OE) 
ImprovementsonandSen si) 7240 s.0 116 20:35 |eNet- On 23-OmM25 OMmmeana7 
Town andicity lotsses a. 4|i 21-011) 7Oczel FA 5eOn 15025010225. Gull 228-0 eee oan 
Improvements on town and 

Cityzlotsr cede serra ni MON |} A Kopel) “(eroviay || (operas |! Aekeesey || Gueter || Cont 
Total personalty...........| 28.9 | 56.4 | 97.0 | 109.1 | 118.2 | 118.5 | 110.7 
Public-utalities ease sacral O87 23 e5i le 4 3e4a | OOO 1 ao Ml entOLon i oee 

Granditotal ere 125.7 | 309.3 | 598.1 | 694.7 | 905.0 | 954.3 | 953.6 


state, have produced a phenomenal advance in land values, both 
rural and urban.? It is significant, however, that the greatest 
increase in assessments from 1900 to 1908 fell upon nontillable 
lands. It is impossible now to say whether this was due to the 
rapid appreciation in the value of the timber lands, which are 
included in this class, or to discriminatory assessments of these 
lands. The temporary board of equalization reduced this class 
in 1909, and the tillable lands were heavily increased. The 
assessments since 1909 have resulted, generally speaking, in 

1 From Report of the Board of Commissioners, 1906, p. 202, and the biennial 
reports of the tax commission. 


* The census valuation of the land in farms rose from $113,000,000 in 1900 to 
$411,000,000 in 1910, or 263.9 per cent. 13th Census, vii, p. 306. 
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further reduction of the nontillable lands and in further increases 
in the class of tillable lands. In 1913 the former class was in- 
creased by some $18,000,000, principally in the heavily timbered 
counties of the mountain section. The decline in the assessment 
of both classes in 1914 appears to have been the result of classify- 
ing timber lands separately, and of transfers from the tillable to 
the nontillable group.! 

Less successful have been the board’s efforts to advance the 
aggregate of personal property. The absolute increase has been 
small, and in comparison with real estate the personalty assess- 
ment of 1914 is a smaller percentage of the total than that of 
1908. Neither state equalization nor state supervision of the 
original assessment, as practiced in Oregon, has been adequate 
to check the progressive evasion of certain forms of personal 
property. The details of the personal property assessment will be 
taken up below; it is of importance here to note that a greater 
share of the total tax burden, state and local, has been shifted to 
real property. This result will not be displeasing to a certain tax 
reform party in Oregon, which has been working to secure com- 
plete exemption of personalty. There is no need here to pass 
upon the justice of that tax program; but judged from the stand- 
ard of the general property tax — the legal tax system in Oregon 
— this result can hardly be viewed with satisfaction. 

Inasmuch as the process of equalization, in Oregon, concerns 
only the readjustment of county totals for the purpose of appor- 
tioning the state tax, a more valuable test of the board’s work is 
to be found in the adjustment of the state tax burden among the 
counties. In this respect some improvement has apparently been 
made over the basis of apportionment established by the legisla- 
ture in 1901. Evidence of this is found in the transfer of a greater 
proportion of the state tax to the wealthier and more highly 
developed counties. The table at the end of this chapter shows 
the average census value of farm lands per acre in 1goo and in 
1910, together with the percentage of the state tax borne by each 
county under the legislative apportionment of rgor and under the 
state equalization of 1912.2 From this table it will be noticed 


1 Cf. Oregon Tax Commission, Report, 1915, p. 59. 2 Cf. below, p. 478. 
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that the more recent equalization has shifted a greater proportion 
of the state tax to the more valuable lands than was borne by 
them under the old apportionment. These changes were neces- 
sitated in part by the development of certain sections, as in the 
eastern part of the state; and in part, also, by the fact that under 
the former plan of distribution the poorer sections were penalized. 
The board reported in 1915 that intercounty wrangling over the 
distribution of state taxes had ceased, and that no county had 
objected to its quota since 1909. During this period the aggre- 
gate state taxes were $14,377,046. The counties are satisfied — 
which indicates that the present arrangement is more equitable. 

On the other hand, very little has been accomplished in equaliz- 
ing among classes of property and nothing at all in equalizing 
among local districts or individual taxpayers. The absence of any 
right of appeal to the state board from individuals or taxing dis- 
tricts, and of any right of interference on its own motion, prevent 
the commission from attacking the worst phases of the problem 
of unequal assessments. Granted that it has attained practical 
equality of assessment among counties for the state apportion- 
ment, there remains untouched the whole problem of the burden 
of local taxes within the county, the distribution of which is 
reviewable only by a court unfamiliar with the methods or prin- 
ciples of assessment and at best but poorly equipped for an ade- 
quate review of the assessor’s work. In this respect Oregon is yet 
far behind most states in the development of centralized adminis- 
tration, though her backwardness in this particular is in keeping 
with the scanty supervisory authority conferred upon the board.1 


THE ASSESSMENT OF CORPORATIONS 


The law of 1909, by which the state board of tax commissioners 
was created,’ imposed upon that body the duty of making 


. an annual assessment . . . of the property having a situs within the 
state . . . of all railroad companies, sleeping car companies, union station 
and depot companies, electric and street railway companies, express com- 
panies, telegraph and telephone companies, refrigerator, oil and tank line 
companies, as may be doing business as one system, partly within this state 
and partly without, or doing business in more than one county of the state. 


1 Cf, below, p. 472. 2 Laws of Oregon, 1900, ch. 218, § 15. 
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And of such heat, light, power, water, gas, and electric companies as may 
be doing business as one system, partly within and partly without this 
state, or so doing business in more than one county of the state. 


An amendment of 1913 extended the commission’s jurisdiction 
to all private car companies and to all water, gas and electric 
companies, whether doing an interstate or intercounty business or 
not.! The same amendment transferred to the central authority 
the assessment of car and machine shops, grain elevators, grain 
warehouses, bridges across the Willamette River and interstate 
bridges. These classes of property had been left in the local 
jurisdiction in 1909 because of the feeling of the special tax com- 
mission of 1906 that it would be unjust to the counties in which 
such definitely localized property was situated to distribute their 
values to the remote counties of the state on the mileage basis.” 
Corporate owned real estate not used in the conduct of the busi- 
ness and all docks and water craft of navigation companies 
remain locally assessable. 

Centralized assessment of corporate property began in r1gro. 
Previous to that date the tangible effects of corporations had been 
assessed locally, with the usual variations and “ glaring incon- 
sistencies ”’ in the results between counties and as compared with 
other classes of property.’ In 1906 the people had initiated and 
adopted a series of license taxes upon certain classes of public serv- 
ice corporations. Express, refrigerator car, sleeping car, and oil 
companies were to pay 3 per cent, and telegraph and telephone 
companies were to pay 2 per cent on gross earnings, in addition to 
the taxes on tangible property.4 These measures were given a 
scanty approval by the special commission of 1906 as being a step 
in advance over the primitive methods formerly in vogue, though 
considerably behind modern legislation in the taxation of such 
companies. The case was properly held to be as strong for central 
assessment of the other classes of transportation and transmission 
companies as for the railroads. But the special commission was 
unwilling to recommend that the initiative proposal be abandoned 

1 Laws of Oregon, 1913, ch. 193. 
2 Report of the Board of Commissioners, 1906, p. 51. 


3 State Board of Tax Commissioners, Report, 1911, pp. 10, II. 
4 Cf. Laws of Oregon, 1907, chs. 1 and 2, for the rates. 
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without a fair trial, and for this reason it omitted these classes of 
corporations from its proposed scheme of centralized administra- 
tion. Nevertheless, the act of 1909, creating the tax commission 
and defining its duties, swept away the gross earnings tax laws 
before they had been really given a fair test, though considering 
the experience of other states the rates would doubtless have 
proved too low. 

The system of taxing corporations instituted in 1909 was vir- 
tually that recommended by the commission of 1906.! The ad 
valorem method was definitely selected on the ground that it was 
better calculated to reach the taxable capacity than any other 
system that had been suggested. For all companies the same form 
of report was prescribed, the main features of which were to be 
the following: 

1. Organization data, including names and addresses of the principal 

officers, and of the Oregon representatives. 

2. Capitalization data, covering number and value of shares of stock and 

of bonds outstanding. 

3. Statement of real and personal property owned within and without 

the state, including moneys and credits owned within the state, and 
a complete list of all buildings owned within the state. 


. Mileage statistics, within and without the state. 
5. Statement of gross receipts and net earnings, from all sources. 


The law further provided that in arriving at the cash value of 
the properties the board might conduct inspections, consider the 
reports made to any other public officer, the value of the franchise, 
and any other evidences of value which should happen to be dis- 
covered. Each plant was to be valued as a unit, from which valua- 
tion the property outside the state and that assessed by the 
county assessor were to be deducted. The total assessment was 
to be apportioned among the counties of the state on the basis of 
the mileage in each county, and the apportioned values were to be 
equalized to the same proportion of true value that was used for 
the assessment of all other property by the county assessors. 
This provision, absolutely necessary for justice in the taxation of 
corporate and other property, emphasizes the importance of 
accurate ratios of assessed to true value. Such a use of the ratios 


1 Report of the Board of Commissioners, 1906, pp. 121 ff. 
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is much more definite and authoritative in its effects than to 
regard them merely as a guide to values — a guide which may be 
followed or not in the judgment of the board. The latter is vir- 
tually bound to defend the ratios used as correct, since these are 
actually employed as the basis of apportioning large amounts of 
property to the counties. There is a serious possibility of injus- 
tice either to the corporations or to the other property of the 
county if the ratio be not thoroughly representative of the 
condition of the assessments over the county. 

Wherever possible and expedient the board has used net earn- 
ings as the basis of valuation for the corporations which it has 
been required to assess.! This method was approved by the 
special tax commission of 1906,” and has also been endorsed by the 
Oregon supreme court as a proper method of valuing railroad 
property.’ The special tax commission recognized, however, the 
possibility and at times the desirability of using other methods of 
valuation; and it concluded its discussion of this point by saying 
that the question which must arise in each individual case as to 
the element which should be given greatest weight in the calcula- 
tion of the value of any specific road “‘ must necessarily be largely 
committed to the discretion of the assessing board.” * Apparently 
the private office valuation had no terrors for this body after its 
observation and investigation of the work of the local assessors. 
The state board has not, however, exercised its prerogative of a 
secret assessment to any large extent, because of the position 
taken by the court in the Jackson county case. In the few 
instances in which there has been no net income, for one reason or 
another, the board has resorted to other means of determining the 
taxable value and in such cases it has followed the ordinary 
methods based on cost of reproduction of the plant in existing 
condition. No physical survey has been undertaken to ascertain 
original or present cost. When the net earnings basis has been 
used, the average earnings for a three-year period have been 


1 State Board of Tax Commissioners, Report, 1911, pp. 12, 13. 

2 Report of the Board of Commissioners, 1906, p. 52. 

3 Oregon and California Railroad Company v. Jackson County, 38 Oregon, 589. 
4 Report of the Board of Commissioners, 1906, p. 52. 
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capitalized at 7 per cent.! The difficulties in the way of a correct 
determination of net earnings have evidently given the Oregon 
board no serious concern, as the calculations have apparently 
been based on the returns of net earnings as made by the com- 
panies themselves. No evidence exists of a systematic checking 
up of these figures, an obviously impossible task in view of the 
complexities of corporate accounting and the board’s inadequate 
clerical staff. 

The net earnings basis of corporate taxation is generally 
recognized to be the most difficult to administer successfully? and 
the commission has been disposed in recent years to supplement 
net earnings by other criteria of value. In comparison with the 
former regime, however, the total corporate assessment has been 
significantly increased. Owing to differences in classification and 
the addition of other property, a comparison of the figures for 
tgto and those for previous years is impossible; but the board has 
estimated that the property assessed by it in 1910 was valued at 
about $50,000,000 by the local assessors in 1908. In 1913 the 
total corporate assessment was $119,017,202, an advance over 
1908 of 138 per cent. In the same period the assessment of other 
property increased about 53 per cent.* The law was amended in 
1913 to give the tax commission jurisdiction over all gas, water, 
and electric light and power utilities, even when operated as 
intracounty units. This makes practically all of the public 
utilities subject to central assessment.* 

The question may be raised, in Oregon as in other states making 
use of the central assessment for local purposes, whether the local 
distribution of the taxes on certain classes of corporations is 
justifiable. Reference is made in this connection particularly to 
the refrigerator, oil and tank line, express, telegraph, and sleeping _ 
car companies, the equalized assessments of which in 1914 ranged 
from $19,207 for the oil and tank line companies to $487,758 for 
the telegraph companies. In 1913 the board urged the diversion 
of the whole receipts from the taxation of these companies into the 


1 Personal Letter from Commissioner C. V. Galloway, May 6, 1916. 
* Cf. Seligman, Essays in Taxation, pp. 245-240. 
% State Board of Tax Commissioners, Report, 1915, p. 9. 4 Ibid., p. 8. 
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state treasury, as a matter of economy in administration chiefly, 
though it was not then averse to a greater extension of the prin- 
ciple of separation of the sources of state and local revenue.! On 
the other hand, several experiments have been tried in the 
attempt to find a satisfactory basis of apportioning the railroad 
assessments. The law of 1909 required a distribution on the basis 
of main track mileage. This resulted in allotting an excessive 
amount of the large terminal values to country districts. In 1913 
the commission was required to include all spur, yard, and side 
tracks in making the distribution, a change which favored the 
terminal cities unduly.? Two years later a compromise measure 
provided that the commission should value each mile of spur, 
yard, and side track at not to exceed 50 per cent of the amount 
at which the connecting branch or main lines were valued.? The 
commission has always used the maximum percentage and reports 
that this plan appears to be working more satisfactorily than 
either of the others.* In 1915 the tax commission suggested state 
collection and local distribution of the taxes on the public service 
corporations other than railroads,® having abandoned for some 
reason its proposal of 1913 to divert these taxes into the state 
treasury. The later suggestion misses the real point, which is 
that wire or line mileage is not a satisfactory basis of distribu- 
tion; and further, that the state-wide diffusion of such small sums 
profits tax districts very little whereas the retention of the whole 
in the state treasury might effect a slight reduction in the state 
tax rate and thus work a positive benefit to every part of the 
state. 
SUPERVISION OF THE LOCAL OFFICIALS 


According to the terms of the act creating the board of tax com- 
missioners, that body was to exercise general supervision over the 
assessment and collection of taxes throughout the state. In this 
case, however, the phrase “ general supervision ’’ was more form 


1 State Board of Tax Commissioners, Report, 1911, pp. 3°, 31. 

2 Laws of Oregon, 1913, ch. 193. 

3 Tbid., 1915, ch. 289. 

4 Personal Letter from Commissioner C. V. Galloway, May 6, 1916. 
5 Oregon Tax Commission, Report, 1915, pp. 12, 13. 
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than substance, for the board was left with no effective means of 
securing the ends sought through state control of local assess- 
ments. The board was required to visit the various counties 
regularly, to prescribe all blanks and forms used in the assess- 
ment and collection of taxes, to instruct all officials in the methods 
best calculated to secure uniformity in assessments and general 
compliance with the laws, and to enforce the penalties provided 
for the violation of any law. 

The omissions in this list of means of securing improved local 
assessments were serious. Instructions may be given and advice 
offered, but no authority exists for enforcing the suggestions 
made. The commission may not order the revaluation of a tax- 
ing district, either on appeal or on its own motion; it may not 
remove a tax official except by the slow and uncertain procedure 
of the courts; it may not even exert any material pressure upon 
him in his work of assessment or equalization within the county. 
The presence of a central advisory body has done much and will 
continue to do much to codrdinate the administration of the tax 
laws, and to attain greater relative justice in assessment matters. 
But without the definite power to control the direction of the 
reforms the improvement of the system of taxation will be, as it 
has been, very seriously hampered. 

The situation in Oregon has been further complicated recently 
by the introduction of numerous and conflicting economic and 
political proposals, all supposedly looking in the direction of social 
reform. Sentiment in the state has never been strong for an 
effective, centralized administration of the tax laws, and even the 
special commission of 1906 feared the possible danger of an auto- 
cratic central tax board with mandatory powers over the local 
officials.t It was to insure perfect accountability of the members 
to the people that the balance of power was retained in the elec- 
tive officials of the state. When this commission reported, the 
distrust in officials and legislature had already been manifested 
by the adoption and use of the initiative and referendum for 
general legislative purposes. It was even more strongly evi- 
denced by the constitutional amendment of 1910 which forbade 


1 Report of the Board of Commissioners, 1906, pp. 44 ff. 
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any bill on taxation to become a law until voted upon by the 
people.! 

This clumsy check upon the people’s representatives was pro- 
posed as one of the bulwarks of the program of local option, also 
provided for in this constitutional amendment. Both of these 
provisions were stricken out in 1912, though the antagonism to 
undue haste in tax legislation forced the retention of a prohibition 
against declaring an emergency to exist in the passage of any tax 
law. The board strenuously opposed the amendment of rg10, 
but it became a part of the constitution with the help of about 37 
per cent of the total number of votes cast at the election.2 In 
explanation of this vote the board stated that the measure 
appeared on the ballot under an attractive title, and the later 
discussion disclosed the fact that its real purpose was not fully 
understood.’ Both of these measures — the restriction upon the 
legislative enactment of tax laws and the county option in taxa- 
tion — were repealed in 1912, but an amendment to the statute 
was adopted exempting household goods from taxation.* An- 
other campaign was waged in 1914 in advocacy of two amend- 
ments providing for the abolition of the general property tax and 
for classification of property. Both proposals were defeated and 
the only net achievement of all these years of struggle has been 
the exemption of household goods and the prohibition of a poll 
tax.’ This experience should serve as an example of the folly of 
regulating administrative details by constitutional provision. 

Whatever else may follow from this violent partizan agitation, 
there can be little doubt that its effect up to 1912 had been to 
weaken the position of the tax commission. The latter’s super- 
visory authority had never been regarded as more than advisory. 
There had never been strong sentiment for effective central 
administration and the spirit of local independence which had 
been fostered by the county unit amendment had developed a 
species of insubordination among local tax officials. One county 


1 State Board of Tax Commissioners, Report, 1911, p. 22. 
2 Tbid. 3 [bid. 

4 Lord’s Oregon Laws, § 3554. 

5 Oregon Tax Commission, Report, 1913, p. 7. 
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assessor, in an interview in 1911, went so far as to say in a rather 
truculent manner, that he took neither advice nor orders from the 
state board.! 

The contest which occurred at the polls in 1912 was a decisive 
trial of strength between the tax commission and the ultraradical 
element in the state; and while in some respects it was a drawn 
battle yet the board appears to have come out of the engagement 
in better condition than its adversaries. Its own progressive pro- 
posals were defeated, but the two innovations adopted in 1910, 
so obnoxious to the board, were stricken from the constitution. 
This decisive reversal of the vote of 1910, together with the fact 
that three counties defeated local option in elections held under 
the amendment while it was in force, supports the board’s 
explanation of a confused, and possibly a misrepresented issue. 

The board has performed well those duties of a supervisory 
character which have been required of it by the law. The annual 
visits to each county have been made, though in Oregon as in 
other states these visits have tended to become a perfunctory 
visitation of the sick. A considerable correspondence has been 
maintained with officials and others, and instructions have been 
issued regularly to the assessors. In the pamphlet containing the 
laws there was printed also a helpful digest of the leading court 
decisions upon contested points in the law. At least one meeting 
of all of the assessors has been held, though there was no special 
program carried out, and no proceedings of the meeting have been 
published.2 The board recommends that an annual meeting be 
provided for, the expenses of which shall be defrayed from state 
funds. Some improvements have also been made in the forms of 
the records kept by the local officials. 

While these changes are beneficial and important accessories 
to the best operation of the tax system, they are not sufficient in 
themselves to prevent inequitable assessments and general laxness 
in administration. The machinery of interference within the 
county is so cumbersome that its use has never been invoked by 
the commission to remedy inequalities or to remove officials. In 


1 Interview with the Assessor of Douglas county, July, 1911. 
? State Board of Tax Commissioners, Report, 1911, p. 9. 
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the matter of appeals the law specifies that each county shall be 
visited at least once in each year in order that, among other 
things, “ complaints concerning the law may be heard.” But the 
absence of any power to move in the redress of grievances renders 
this provision of little avail, for as has been stated above, the 
individual must make his appeal for a correction of the tax roll 
to the county court. 

With this survey of the limitations under which the Oregon 
commission has had to work, attention is turned to the results, so 
far as these may be found in the detailed statistics of the assess- 
ment roll. The situation as regards real estate and corporate 
property has already been discussed. There remains for con- 
sideration the personal property figures: These are presented in 
the table below: ! 


ASSESSMENT OF PERSONAL PROPERTY, 1908-14 (MILLIONS) 


1908 1909 IgIo IQII Ig12 1913 IQI4 


I. Tangible Property 


1. Farm animals..........| $19.1 | $23.4 | $26.6 | $24.4 | $23.3 | $29.0 | $30.3 
Zee Mdse- stock trader... |) 23.8) |) (24,9) |) 927.35-28:5.)|) 28:8) 30.5 | 28.3 
3. Steamboats, vessels, ma- 

Chinctysenen ee meee ee egal LAsAal Tg (Opl eA Ss let 370g eel S 20 9.7 
4. Household, personal, of- 

LICE AMT UITCne ere nt Oc Out eLOnSe me T22 Ou |uens 28 | ke 370 2.0 2.1 
5. Implements, tools, ve- 

icles wes Orcs ores acelin 1353 4.0 ae 6.0 6.1 6.8 Gf 


Total tangible property| 66.3 | 77.2 | 85.6 | 86.6 | 85.4 | 83.3 | 77.5 


IT. Intangible Property 


Tia INO 5 An he eam eiereh A] HOI SOx | Mae Ih sie iry | eee) Be 3.0 
pe Shares ot stocks seo || eovon| 2a ale Seon eTOLON Ne TO.3 Ww D5.8, 1 r46 
3. Notes and accounts.....| 5.3 7.4 6.4 5-9 lg || SOLE | 85 
Total intangibles...... Bornes russ) 1S O:0016 32.0)" 35.2 1aas2 
Grand total ..........|' 06.7=)100-1 | 120.1 123.2 | 118.2) | 118.5 | 110.7 


These figures reveal the similarity of Oregon’s experience with 
the personal property tax to that of every other state studied. 


1 Compiled from the Reports of the Tax Commission. 
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While some increase in the total amount of property assessed has 
been effected under centralized administration, by far the greater 
proportion of the increase has occurred in the classes of tangible 
property. An actual retrogression in personal property assess- 
ments occurred in 1912 and again in 1914; and as the intangibles 
had increased more slowly when the total was rising, so they 
decreased more rapidly when the total declined. The sudden 
shift between moneys and credits in 1913 and 1914 must have 
been due either to a clerical error in the published reports or to a 
reclassification of the returns. To what extent the agitation 
which has raged in Oregon for some years for the complete exemp- 
tion of personal property, and the shifting of the whole burden of 
taxation to the land, has been responsible for the failure to secure 
better results in assessing personalty, it is impossible to say. The 
majority of the people have not, thus far, been willing to under- 
take such a radical transformation of the tax system. Neither 
are they willing to abide by the consequences of their decisions at 
the polls and submit to the taxation of personal property under 
the general property tax. Advantage has undoubtedly been 
taken, by those desirous of evading their taxes, of the confusion 
incident to the injection of debatable theories of social reform, to 
accomplish their end. 

This confusion of the issue cannot wholly suffice as an explana- 
tion of the situation. The experience of other states seems con- 
clusive on the point that centralized administration of the general 
property tax has been unable to effect any material change in the 
conditions of personal property assessment, even when consider- 
able attention has been given by the tax commission to this end. 
The Oregon commission has been keenly aware of the defects of 
the tax system and has labored earnestly since the beginning for 
reform. The net result of its efforts thus far (1916) has been the 
exemption of household goods provided in 1912. ! 

On the whole, it must be concluded that because of the dis- 
turbed state of public opinion and the weaknesses of the adminis- 
trative system, the tax commission has been unable to exercise 


1 The unexpected adoption in June, 1917, of a constitutional amendment author- 
izing classification opened the way for a thorough reform of the tax system. 
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effective supervision over the local officials. The state equaliza- 
tion has been more carefully made, and the public service cor- 
porations are now being taxed on approximately the same basis as 
other property. But in the exercise of supervisory powers very 
little of a positive character has been accomplished. 


THE RECOMMENDATION OF IMPROVEMENTS 


In the first biennial report the Oregon board expresses the belief 
that improvements should be worked out slowly through an 
evolutionary process rather than by sweeping reforms of a 
revolutionary nature. It has not been permitted to apply this 
theory unmolested, for the struggle of various factions interested 
in tax reform has forced the board into more than one heated 
conflict, and constitutional amendments have been passed and 
repealed with amazing celerity. Improvements have been intro- 
duced into the tax laws, of course, and the commission now has a 
respectful hearing in its recommendations. The marked dif- 
ferences of opinion as to the proper course which further improve- 
ments should take lessens the influence and authority of the 
commission as the expert advisers of the legislature. 
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APPENDIX TO CHAPTER XIV 


Per Cent OF STATE TAXES PAID BY THE SEVERAL COUNTIES OF OREGON, 
WITH THE AVERAGE VALUE OF Farm LANDS PER ACRE ACCORDING 
TO THE 13TH CENSUS, I9I0! 


f 
Per cent of state ‘ines aerendine fo ra bee i 
County taxes by legislative | equalization by | acre, 13th census, 
apportionment the tax commis- 910 
sion, 1912 

Bakerncuy a omesiate se scl nee .0234 .025197 $36.68 
Benton sere sera ecuns satel .0202 013233 39.48 
Clackamasterrer etree -0335 .034468 78.29 
Clatsop. masse taco omes .0212 .023589 35.09 
Columbia sc: aero ran: .0106 .016814 35.90 
COOS a toys ce nieerim Hee teers 0203 022411 33-41 
GT OOK soe, cyan avevasteten irene cree kotors 0130 .01 2925 17.54 
Curny.cis., maemo moter .0040 .003948 16.23 
Douglase-.20s aeociestcrset ae 0345 .035776 20.17 
Gillland secu centers .0087 -O10064 18.86 
Grant. os voces tates .009 2 .008322 10.00 
ATIC Ys i ones: eisteis sos ers re ovancaeansys -0160 .008477 12:35 
TOOdURiver 2 erscrr anette sara .O11564 340.03 
Jackson Meee, terse ouaerverte -0314 .034379 90.60 
JOsephine ar mere hei eros .0090 .012466 41.58 
‘Klamatheey citactce en ci ee .O1I5 .015492 20.18 
Wakes. ge tcctr ree Oe .O107 .008162 14.67 
Hane sence erie eres he oats 0462 .040694 39-34 
Tincolng,..6 7 ssnsrpexse icistce ever: .0055 .007997 20.35 
Tan eM aieatoustencusis sieeve ile .0526 .033330 45-34 
Mialheurecry sis sor svouecs oe eyeocest :0094 .OI1029 S522 
Marionvicceron cena emer tiersts s .0613 .046580 73-40 
MORO Wrteccaics ees ete et .0095 -OI1TI65 12.36 
IMulinoma hire sete aera eo F238 -356990 228.61 
POlkex te chats Wrens seuss a .0307 .019290 54.08 
Sherman peor tee .0087 .009450 25.14 
Willamook 3.015 seraeee eee .0087 .016071 65.87 
Wma tillarinn te slocosscnm oo. .0490 .045031 31.26 
WnIOn bs ecm meets tee ee .0223 .023361 33-49 
Wallowa «ai .buecrcancetana tee .0073 -O11Q29 20.20 
\WHENSTCla Ng oaa een cecene onsen orale 4 ic .0234 .017358 22.19 
Washing toniesianeireneeeniiae .0301 .024874 97.16 
Wiheelergriys oe ee ener .0067 004595 g.12 
amb ill se faistteret es or ceraae .0391 022969 69.39 


1 In general the percentage of state taxes borne by the counties in 1912 has been increased where 
land values are high, and decreased where these values are low. This comparison does not prove the 
point conclusively, but it is evidence that the tax commission is equalizing more equitably than did 
the legislature in 1901. 

2 Hood River county was organized from Wasco county in 1908. 


CHAPTER XV 


THE TAX COMMISSION OF OHIO 


THE history of the state board of equalization and of the various 
boards for the administration of certain taxes on corporations in 
Ohio has been outlined above.! It was there suggested that the 
state tax commission, which was created in 1910, was the out- 
come of another series of administrative experiments. Before 
taking up the work of the commission itself, these experiments 
will be described briefly since they explain not only the appear- 
ance of the tax commission but also in part the long delay in 
reaching this stage of administrative control. 

The special tax commission of 1893 had recommended a 
thorough reorganization of the tax administrative structure.’ 
The plan formulated by this body displayed insight into the 
fundamental evils of the old system and vision of the future 
course of reform in American taxation. The commission’s bill 
was more radical, and at the same time more in line with recent 
developments, than any proposals for administrative changes 
which had been advanced anywhere in the United States to that 
time. It provided for a tax commission of three members to be 
chosen by the governor for a term of six years. The proposed 
commission was to assume the duties of the state board of equali- 
zation and of the various boards for the assessment of corporate 
property. Centralized control over the local assessment process 
was to be secured by giving the tax commission power to appoint 
in each county a board of assessment and equalization, consisting 
of three members selected for a six-year term. These county 
boards were to appoint ward and township assessors and were to 
relieve the county auditors of their duties in connection with the 
assessment. So comprehensive a scheme for reconstructing the 


1 Cf. above, pp. 48-56. 
2 Report of the Tax Commission of Ohio, 1893, pp. 70 ff. 
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administrative organization of the tax system was far in advance 
of its time; and, instead of adopting it, the people of Ohio chose 
to spend almost a generation in experimenting with another 
feeble state board and a batch of incongruous and unrelated laws 
imposing additional taxes upon corporate property. 

The board referred to was the state board of assessors and 
appraisers, established in 1893 ! for the valuation of the property 
of express, telegraph, and telephone companies and the appor- 
tionment of these valuations among the tax districts. It was 
composed of the auditor, treasurer, and attorney-general of 
state. In the following legislative session an excise tax of 2 per 
cent was laid upon the gross receipts of express companies and a 
similar tax of 1 per cent upon that proportion of the capital stock 
of sleeping car companies which represented property used in the 
state.2 The new board was placed in charge of these taxes. Two 
years later the excise principle was extended to a number of other 
classes of public service corporations by levying a tax of one-half 
per cent upon their gross receipts; * and in 1902 its field of appli- 
cation was still further enlarged, while the rate was advanced to 
1 per cent.‘ In this year also private business corporations were 
required to pay a franchise tax of one-tenth per cent on the pro- 
portion of capital stock which represented property used in the 
state.> The administration of all of these taxes, except the last 
named, was vested in the board of assessors and appraisers which 
thus became a nucleus of central administration, though of a 
very limited sort. Its duties were largely clerical. They consisted 
chiefly in receiving the reports of the corporations taxed under the 
various laws and certifying to the state treasurer the amounts 
upon which the excise taxes were to be paid. Certain powers of 
compelling the appearance of witnesses and the production of 
evidence were given but no supervisory authority was exercised 
over the accounts or returns of the companies which remained 
virtually their own assessors.® 

1 go Ohio Laws, 330. 4 95 Ohio Laws, 136. 

2 ot Ohio Laws, 237. 5 g5 Ohio Laws, 124. 


3 g2 Ohio Laws, 79. 
° Cf. the criticisms of the mass of corporation taxes that had been developed, 


in Report of the Tax Commission of Ohio, 1908, pp. 30-33. 
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The motive for the development of this mass of confused, unre- 
lated and feebly administered taxes lay in the people’s desire to be 
rid of the injustice of the old tax system, coupled with their unwill- 
ingness to consent either to a more effective administration or the 
complete elimination of the general property tax.! Separation of 
the sources of revenue for state and local purposes became the 
popular idea of tax reform, and in applying it the direct tax for 
state purposes was abolished.? These changes, however expe- 
dient from the standpoint of the state finances, encountered the 
objection that has been raised against complete separation of the 
sources of revenue, namely the absence of central supervision 
over the distribution of the local tax burden.* The decennial 
equalization of 1900-01 had accomplished practically nothing 
toward the relief of the local inequalities, and by 1906 public 
sentiment had become strongly aroused in favor of further 
changes.‘ A special commission of investigation was created, and 
the second of a group of five recommendations offered by this 
commission in its report, published in 1908, was the following: 

The establishment of a state tax board of three members to be appointed 
by the governor, to administer all laws for the collection of state revenues 


and to make such recommendations upon the general subject of taxation as 
investigation and experience may from time to time suggest. 


The law creating the tax commission was enacted in 1910.6 In 
addition to the usual provisions for such a body, it contained an 


1 Tn all six votes have been taken on the question of amending the constitution 
to eliminate the uniform rule. 

2 Cf. Bogart, op. cit., pp. 246-248. No direct levy was made for state purposes 
in 1902 and the total state levy for school and sinking fund purposes was 1.13 mills. 
Governors Nash and Pattison advocated the complete elimination of even these 
levies. The movement for separation had produced several other state taxes in- 
cluding a liquor tax, an insurance tax, and direct and collateral inheritance taxes. 
The direct inheritance tax was passed in 1904 (97 Ohio Laws, 398) and repealed in 
1906 (98 Ohio Laws, 229). The receipts from all of these sources for state purposes 
increased from $1,720,000 in 1896 to $7,081,000 in 1907. Cf. Report of the Tax 
Commission of Ohio, 1908, p. 63. 

3 Cf. Bullock, “‘ The Separation of the Sources of State and Local Revenues,” 
Quart. Jour. Econ., XXiv, Pp. 437. 

4 Cf. Report of the Tax Commission of Ohio, 1908, pp. 16-34, for an account of 
conditions; ibid., p. 6, for a list of the organizations appearing before it. 

5 Tbid., p. 39. 6 tor Ohio Laws, 399. 
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attempt to codify and simplify the mass of complex and diverse 
legislation which had accumulated for the taxation of corpo- 
rations. The codification of the corporation tax law and the 
centralization of its administration into the hands of the tax com- 
mission resulted in temporarily overemphasizing that feature of 
the commission’s duties, but the balance has been subsequently 
restored by the provision of additional authority over the proc- 
ess of local assessment. The principal duties of the Ohio tax 
commission at the present time are the state equalization, the 
administration of various taxes on corporations, and a certain 
supervision of the local officials. To these duties and the results 
which have been obtained through their exercise attention will 
now be turned. 
EQUALIZATION 


The commission’s duties in connection with the state equaliza- 
tion have varied somewhat at different times, owing to the rapid 
succession of changes that have been made in the administration 
of the Ohio tax system. The reappraisal of land was under way in 
1910 and almost the first task of the commission was to equalize 
that appraisal, the results of which were to stand for four years. 
Before this period had expired the Warnes law of 1913 introduced 
the experiment of centrally appointed county assessors, to be 
known as deputy tax commissioners.!_ For reasons not generally 
known to outsiders the tax commission did not order the deputy 
tax commissioners to make a general revaluation of real estate in 
either of the two years during which this law was in force. There 
was, therefore, no opportunity for a general equalization of real 
property. In 1915 the principle of central appointment of the 
assessor was abandoned and locally chosen tax officials were once 
more provided.’ This tax act was far from clear but the attorney- 
general ruled that it did not require an annual reassessment of 
real estate, though the tax commission had discretionary author- 
ity to order the revaluation of all or any part of the real estate. 
Again there was failure to act and no general reassessment of real 
estate had been undertaken under the Parrett-Whittemore law 


1 103 Ohio Laws, 786. 2 106 Ohio Laws, 246. 
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when it was declared unconstitutional in January, 1917.!_ The 
emergency measure of 1917 apparently requires the commission 
to make such annual equalization of any and all classes of real 
and personal property in any county or subdivision thereof as may 
be necessary to secure assessment of all property at its true value 
in money.? This law was passed too late to permit of a general 
revaluation, though such has been undertaken in some counties 
at the direction of the county auditors. 

In consequence, the only experience of the Ohio tax commission 
with a general state equalization of real property has been that of 
1g1o, and this had to be undertaken almost as soon as the com- 
mission was organized. Moreover, there had been no general 
reappraisal and equalization of real estate since 1900 and there 
was abundant evidence to show that the existing assessments were 
very unequal. 

The last three appraisals, 1881-1901, had added only $21,190,- 
533 to the land valuation of the state, while the total valuation 
added to the assessment of buildings and improvements in the 
same time had been $610,135,000. Even the brief researches 
made by the special tax commission of 1908 had resulted in the 
most conclusive evidence of the deplorable state of affairs. For 
example, in Adams county one hundred and ninety-one parcels of 
real estate had been transferred for a total of $92,409, while they 
had been assessed for $10,460, or an average ratio of assessed to 
true value of 11.3 per cent; but one hundred and twenty-one 
parcels in the same county had sold at a total of $42,263, and had 
been assessed at $51,020, or 120.7 per cent of true value. Brown 
county revealed percentages of assessed to true value ranging from 
12.3 per cent to 111.6 per cent, Monroe county, 10.8 per cent to 
107.2 per cent, and Montgomery county, 12.2 per cent to 106.9 
per cent. The data compiled showed that Brown county had 
been assessed at an average of 50.3 per cent of full value, while 
Adams county had been assessed at 43.4 per cent, Monroe county 
at 36.7 per cent, and Montgomery county at 37.1 per cent.* 

1 Godfrey v. O’Brien, 95 Ohio, 1. 2 107 Ohio Laws, 29. 


% Ohio Tax Commission, Report, 1911, p. 25. 
4 Report of the Tax Commission of Ohio, 1908, Table G. 
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In view of these well known conditions of local assessment and 
especially the evidence which had been so recently collected by 
the special tax commission of 1908 touching the unequal basis of 
valuation, it seems that in 1910 the new tax commission would 
have sought the most efficient means available for checking up 
the work of the local officials and boards of review. One of the 
most satisfactory guides to the relation of assessed to true value 
that has been worked out in the United States is the “ sales 
method ”’ as it has been developed and applied in Wisconsin.! An 
expert from the Wisconsin commission demonstrated the system 
in Ohio and would have assisted in installing it. The first chair- 
man of the commission — the minority member — favored the 
plan, but after a conference with the governor the sales method 
was rejected by a majority vote on party lines, on the ground of 
being “impracticable and altogether too expensive.’”’? With 
regard to the expense the statistician of the Wisconsin commis- 
sion estimated that a sales bureau could be established in Ohio 
that would present reliable real estate values for every county and 
district in the state at an expense not to exceed $6000 per year, 
“if kept entirely free from political conditions and political 
patronage.” * Such an estimate, based on an expert knowledge of 
conditions in Wisconsin, appears to meet effectively the objection 
of prohibitive expense; the requirement of freedom from political 
interference would have been more difficult to secure. 

The Ohio commission’s discussion of the sales method in its 
report for 1910 was evidently intended as a searching criticism of 
the underlying theory, written in defense of the rejection of the 
system. Instead of demolishing the theory these comments 
reveal quite clearly the writer’s unfamiliarity with the basic 
assumptions involved. For example the commission said: 4 

1 Cf. above, ch. 8. 

* Ohio Tax Commission, Report, 1910, p. 67. Cf. also W. B. Poland, “ Progress 
made in Administering the Ohio Tax Commission Law,” Proceedings of the Seven- 
teenth Annual Meeting of the Ohio Chamber of Commerce, 1910, p. 277. 

® Personal Letter from A. E. James, June 5, 1912. In September, 1916, Mr. 


James confirmed this estimate notwithstanding the general rise in prices since 1912. 
4 Ohio Tax Commission, Report, 1910, p. 68. 
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The theory assumes that the local assessor uniformly. assessed all 
property in his district at the same percentage of selling value as shown 
in the transfers made within the period in the district. An examination of 
the transfers furnished by the county auditors discloses this not to be true. 


Of course no intelligent advocate of the sales method has ever 
held such assumptions. The real assumptions are, first, that all 
grades of the assessor’s work are fairly evenly represented in the 
transfers; and second, that if all grades are not represented, that 
the work included will not be widely different from his work as a 
whole. It is admitted that the ratios would be vitiated if the 
assessor had used varying ratios for different grades of property 
and if one of these were excessively represented in the sales. Tests 
which have been made in Wisconsin demonstrate the soundness 
of the above assumptions. The members of the Ohio tax com- 
mission in 1910 either failed to grasp the theory of the sales 
method, or chose deliberately to reject the use of scientific 
methods of procedure. 

Notwithstanding the rejection of the offer of the Wisconsin 
commission to assist in the installation of a scientific sales system 
and the denunciation of the whole assumption upon which it sup- 
posed that the sales ratio rested, the Ohio commission proceeded 
to perform the equalization of 1910 largely upon the basis of sales 
data collected by the county auditors! and subjected to none of 
the searching tests used in Wisconsin. The only safeguard was 
the omission of “ dollar sales’ and forced sales, but the results 
were completely vitiated and the whole question begged by the 
commission’s suggestion to the county auditors to report a select 
list of ‘‘ representative sales.’’ Naturally, as the Wisconsin statis- 
tician pointed out in his letter above quoted, the county auditors 
would “ tend to eliminate from their selection as unrepresentative 
all sales which tended to raise the assessed values as returned by 
the assessors, and to include whether representative or not all 
sales which tended to confirm the assessors in their work.’ ? 
When it is considered that the county auditors had at that time 
certain supervisory responsibility over the work of the local asses- 


1 Ohio Tax Commission, Report, 1911, p. 68. 
2 Personal Letter from A. E. James, June 5, 1912. 
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sors, weight is given to this interpretation of their probable action 
under the circumstances. At any rate, the conclusions of the 
Ohio tax commission, after such an unsatisfactory trial of the 
merits of the sales method, can only be regarded as the conclusions 
of ignorance or prejudice for in no case was the system given a 
thorough test. 

The first result of the real estate appraisal of 1910 was a tremen- 
dous advance in valuations all over the state. It was an undis- 
puted fact that property had been assessed at the most widely 
varying ratios of true value, though on the average far below that 
level. The total local assessment of real property for 1910, the 
last year under the old regime, was $1,661,669,958. The results of 
the new appraisal were as follows: 


THE STATE TAX COMMISSION 


ASSESSMENT AND EQUALIZATION OF REAL PROPERTY IN r1giIo! 


(mrLLrons) 
One ial T é Amount sae cir ot 
: ° uadrennia. ax commiis- valuation o! 
Districts appraisers | Local boards San yreilres farm land 
and buildings 
ANON HOSnG 6 Son don $1,220.4 | $1,338.0 | $1,678.6 $341.0 
Corporations... --2- 2,323.0 2,410.9 2,547.9 rie hypt 
 Totals........--| $3,553.0 | $3,748.09 | $4,226.5 $478.1 $1,654.2 


Strong emphasis was laid in the appraisal upon the legal stand- 
ard of full cash value, and this emphasis, together with a general 
public sentiment in favor of higher valuations, led the local 
appraising officials to make the most satisfactory assessment of 
real estate that had ever been made in the history of the state. 
Credit for this advance is due to several factors. 

In the first place the tax limit law goaded many localities on to 
much higher valuations.2 On the customary valuations the tax 
rates in many tax districts had mounted to $4.00 and higher per 
$100. The tax limit law of rg10 restricted the levy to ten mills on 
the dollar, with an additional five mills for certain sinking fund 

1 Ohio Tax Commission, Report, 1911, pp. 216, 217. 


> R. M. Dittey, “ The Uniform Rule and Tax Limit Legislation in Ohio,” Pro- 
ceedings of the National Tax Conference, 1912, p. 220. 


THE TAX COMMISSION OF OHIO 487 


and emergency purposes.! If in any year the ten mills would not 
produce an amount equal to the taxes levied in any district in 
1909, plus 6 per cent in 1911, 9 per cent in 1912, and 12 per cent 
in any year thereafter, the levy might be increased in order to 
obtain this minimum revenue, but in no case beyond fifteen mills. 
Various changes have been made in this tax limit law and it has 
become one of the storm centers of the tax fight in Ohio. The 
absolute limitation has been eliminated, and in some other ways 
the restriction has been loosened slightly; ? but the fundamental 
principle stands, and the two leading gubernatorial candidates 
were pledged to support the “‘ one per cent ”’ law in 1916. 

It was apparently expected by those who framed this law that 
the maximum rates authorized therein would prove attractive to 
the owners of intangibles, for an amendment of rg11t carried a 
rider of an ‘‘immunity bath” for those who had neglected to 
make full return of their possessions before 1911. With the fear 
of back taxes removed it was reasoned that taxpayers would 
gladly hasten to subject their bank deposits and other intangibles 
to a possible maximum rate tax of 13 per cent. The returns of 
personal property do show a marked increase after rg10, but the 
aggregate of intangibles represents only a small proportion of the 
amount of such property taxable in the state.’ 

In the second place one prolific source of competitive under- 
valuation — the direct state tax — had been practically elimi- 
nated since the appraisal of 1900. The direct state levy for general 
state purposes had been abandoned in 1902, but the state con- 
tinued to collect a tax on general property for sinking fund and 
school purposes, the total levy amounting to 2.89 mills. This 
levy was reduced to 1.35 mills in 1903, and in 1911 it was 4.51 

1 tor Ohio Laws, 430. 

2 102 Ohio Laws, 269 (1911) created a county budget commission charged with 
the duty of supervising the operation of the tax limit Jaw. In 1913 the people were 
permitted to extend the tax levy for any particular purpose for not to exceed five 
years, provided the total levy was kept within 15 mills (103 Ohio Laws, 57). In 
1917 the favorable vote required to fund temporary debt without including the in- 
terest and sinking fund charges within the 10 mill limit was reduced from two- 
thirds to a bare majority. 107 Ohio Laws, 575. 


3 Special Message of Governor Cox to the Extra Session of the Legislature, July 20, 
1914, p. 8. Cf. below, p. 510. 
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mills. The state tax on property in 1902 was $5,686,000; in 1903 
it dropped to $2,687,000, from which point it rose slowly to 
$3,171,000 in 1910. Meantime the state’s revenue from indirect 
taxes had risen from $2,530,000 in 1901 to $8,396,000 in 19g10.! 
That part of the state tax which was levied for school purposes 
was redistributed to the counties at the rate of $2.00 for each 
enumerated child of school age. The special committee of the 
senate reporting in 1910 pointed out however that the redistri- 
bution of even this relatively small sum was productive of some 
injustice.2, But the total amount involved was not sufficiently 
large to be a material factor in stimulating competitive under- 
valuation in the reappraisal of 1g1o. 

In the third place the presence of a state tax commission with 
sweeping powers of supervisory control over the actions and 
results of local officials provided an incentive for a more thorough 
appraisal than had ever before been attempted.* The tax legisla- 
tion of 1910 gave the tax commission authority over the decennial 
boards of appraisal, but much of their work had been done by the 
time that the commission was organized and ready for business. 
The commission’s chief opportunity for influencing the results, 
therefore, lay in its powers of reviewing and correcting the returns 
and in requiring local boards to review and correct their own work. 
The powers of review were vigorously exercised by the tax com- 
mission and in all twenty-eight county boards and thirty-two city 
boards were ordered to reconvene and complete their work, or do 
it over again.* Comparatively little use was made of the power to 
order reassessments; and of the seven instances in which reassess- 
ments were made, four were townships and three were villages, so 
that the volume of property reached in this way was incon- 
siderable. No specific causes were assigned by the commission 
for the various reassessment orders issued. 

Finally, as a factor in the reform movement, underlying not 
only the tax limit law and the tax commission but also the various 
corporation taxes which had been earlier enacted, was the growing 

1 Ohio Tax Commission, Report, 1911, pp. 18, 10. 
* Report of the Special Committee of the Senate, 1910, p. 6. 


% Some of the cities had the services of special appraising agencies. 
* Ohio Tax Commission, Report, 1911, pp. 48-50. 
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dissatisfaction of the people with existing tax conditions. Their 
unrest was the fear of those walking in darkness, for unseen evils. 
They rebelled against tax rates of 3 per cent and 4 per cent but 
again and again they had refused to take the first step by amend- 
ing the constitution. The present movement represents the last 
rally under the standard of the general property tax. It was dis- 
creditable to the state tax officials that they contributed to the 
defeat of the proposal for an actual reform tax amendment in the 
constitutional convention of 1912.1 The amendment finally pro- 
posed by the convention permitted no expression of choice upon 
the uniform rule, since this rule was reaffirmed by the amend- 
ment. The proposal naturally passed because of the additional 
features, including authorization of income and inheritance taxes 
and the removal of the exemption from future issues of local 
public bonds. 

The purpose of the equalization made by the tax commission 
was, of course, the correction of such inequalities as had developed 
in the process of local appraisal and review. The small state levy 
rendered the problem of intercounty equalization relatively of 
much less importance than the equalization among the tax dis- 
tricts of the same county and among the individuals of a district. 
But practically nothing was done with the last of these problems 
as the commission ordered only seven reassessments, all in small 
districts. Greater activity was displayed in equalizing among the 
districts of the same county and few districts escaped with no 
change in the local figures. These corrections were always in the 
nature of a flat percentage increase applying to the whole dis- 
trict, and were in addition to any action taken by the district or 
county boards. Average values of land in adjoining townships 
were compared and special agents were sent into some counties. 
The commission states that some special investigations were 
made by persons familiar with local conditions. The close agree- 
ment of the total assessed valuation of the land in townships as 
equalized by the commission and the valuation of farm lands and 
buildings as returned by the thirteenth United States Census 
suggests the use of the latter as a guide. The various county 


1 R. M. Dittey, loc. cit. Cf. below, p. 505, and notes. 
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totals display a similar correspondence.! Specific recommenda- 
tions of changes needful to produce equality were made by some 
local boards, and in other cases, especially in the larger cities, the 
local boards of review voluntarily corrected their own figures. 
The commission usually accepted both the local suggestions and 
the local corrections as the basis for its own action, since it was in 
no position to test either the original or the amended data. 

A further reason for careful scrutiny of the work of the county 
boards of equalization is seen in the fact that many members of 
such boards, being county officials, were candidates for reélection 
in November, 1g10, and refused to give the necessary attention to 
the work of equalization during the campaign months. In such 
equalization as was undertaken, their attitude was influenced by 
local political considerations.? 

The subsequent changes in the tax law have all contained the 
assumption that in the event of another general reappraisal of real 
estate, the equalization would be performed by the state tax com- 
mission. In certain counties the auditors have made use of their 
discretionary authority to order such reassessments for the pur- 
pose of preserving local equality and in order to obtain sufficient 
revenue for local needs. In these cases the law has apparently 
required the complete reassessment of the county. The law of 
1915, known as the Parrett-Whittemore Law, was held uncon- 
stitutional in a case brought to test the county auditor’s authority 
to order a reassessment of real estate in certain tax districts.’ 

The equalization of 1910 was confined to real estate, and the 
commission made no attempt to readjust the personal property 
returns. Since 1910 no formal equalization of the personalty 
assessments have been made, and such changes as the commission 
has ordered have come as the result of appeals. More influence 
has been exerted through the commission’s supervision over the 
original assessment and the detailed results of these assessments 
will be considered below in connection with the subject of central 
supervision.4 

1 Cf. Thirteenth Census, 1910, vii, pp. 320-328, and Ohio Tax Commission, 
Report, 1911, pp. 70-216. Cf. also table above, p. 486. 


* Ohio Tax Commission, Report, 1910, p. 4. 
3 Godfrey v. O’Brien, 95 Ohio, i. 4 Cf. below, pp. 501 ff. 
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Great as was the improvement in the assessment of real estate, 
it was exceeded relatively by the gains made in the assessment of 
mines and mining property. The tendency has been universal to 
delay the extension of improved methods of assessment to mining 
property, and through the combined negligence of legislators and 
tax officials these properties have frequently escaped their just 
burden.! In 1go1 the total assessment of coal-oil and mineral 
values, which the assessors were required to return separately, 
was confined to three counties and aggregated only $298,794.2 In 
I9II mining property was entered on the duplicate at $17,925,993 
and the commission declared that these properties were still 
undervalued.? An amendment of this year permitted an annual 
assessment of the rights to mineral deposits, and opened the way 
for an early adjustment of the taxable basis of these valuable 
rights. The matter has not been referred to by the commission 
since 1911, and no further data are available on the subject. In 
discussing the problems of mine taxation in West Virginia the 
question was raised whether such property rights could be prop- 
erly taxed under the general property tax.’ This question is 
pertinent also in Ohio, though it is of academic interest only 
because of the remote prospects of a change in that system. 


THE ADMINISTRATION OF CORPORATION TAXES 


The Taxation of Public Utility Corporations. — It is beyond the 
scope of this chapter to enter into the history of corporate taxa- 
tion in Ohio, extended treatment of which is the more unneces- 
sary since the publication of Professor Bogart’s Financial History 
of Ohio. Before turning to the commission’s work in the assess- 
ment of corporations, however, the chief features of the system of 
corporate taxation will be briefly reviewed. Three periods may be 
distinguished. 

1. Prior to 1893. This early period was characterized by the 
use of the general property tax and the absence of central admin- 
istration. Railroad taxation began under the Kelly law of 1846, 

1 Cf. the experience in West Virginia, Michigan, and Minnesota. 


2 Ohio Tax Commission, Report, 1911, p. 26. 
3 Tbid. 4 102 Ohio Laws, 89. 5 Cf. above, p. 336. 
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which marked the final stage of the development of the general 
property tax.! In 1852 every canal, turnpike, insurance, bridge, 
telegraph, and other company was required to list for taxation, at 
its actual value, its real and personal property within the state.? 
The real property was to be returned to the auditors of the coun- 
ties where the same was located and the personal property was to 
be apportioned locally on the mileage basis. Beginning with 1859 
the officers of railroad, canal, bridge, insurance, telegraph or 
other joint stock companies, except banks, were required to list 
their personal property at its true value with the county auditors.* 
Under this law railroad officials were allowed to assess their own 
companies and no authority existed anywhere to remedy inequali- 
ties. The situation led to the separate assessment of the railroads 
in 1862 by the boards of county auditors, for the equalization of 
whose figures the state board of equalization for railroads was 
established in 1865.4 In the former year telegraph companies 
were taxed on their gross receipts, while express companies were 
subjected to a tax levied on the gross receipts less the amount 
actually paid for transportation expenses.* The system of cor- 
poration taxes thus outlined continued without substantial 
change to 1893. . 

2. 1893-1910. This period was characterized by the use of 
taxes on gross earnings and franchise taxes in addition to the 
general property tax, and by the beginnings of central adminis- 
tration of corporation taxes. Some use had been made of taxes 
on gross receipts before 1893 but they had not been regarded as 
excise taxes nor had their use been as general as it became in the 
second period. It has already been noted that the series of 
additional taxes, with the new state board for their administra- 
tion, were the alternative chosen instead of the recommendations 
of the special tax commission of 1893 for general administrative 
centralization. This commission had estimated that the rail- 
roads were paying taxes on a 25-30 per cent basis, while the other 
property was paying taxes on a 50-60 per cent basis.? The total 

1 Cf. above, pp. 53-56. 3 56 Ohio Laws, 175. 5 59 Ohio Laws, ot. 


* 50 Ohio Laws, 134. 4 Cf. above, p. 53. 5 Cf. above, pp. 470, 480. 
” Report of the Tax Commission of Ohio, 1893, p. 50. 
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assessed valuation of the railroads was $105,000,000, and that of 
horses $47,000,000, or nearly half as much. In order to equalize 
the tax burden, the commission proposed a franchise tax on gross 
earnings in addition to other taxes. Under the spell of the prin- 
ciple of excise taxation here introduced the people spent some 
seventeen years experimenting with divers taxes, while the 
administrative chaos continued. 

The first of these experiments was the so-called Nichols law, 
passed in 1893.1 The original purpose of this act was to improve 
the taxation of express, telephone, and telegraph companies. The 
state treasurer, auditor, and attorney-general were constituted 
a board of state appraisers, the earliest function of which was the 
ad valorem assessment of the property of the three classes of 
corporations above mentioned. All of these corporations were 
to make sworn returns of the amount and value of their capital 
stock, and of their real and personal property. In addition, tele- 
graph and telephone companies were to report separately their 
mileage within and without the state, while the express com- 
panies were to return the gross receipts from each office in the 
state. In assessing the property the board was to be guided by 
the value of the capital stock. 

The principle of centrally administered ad valorem taxation, 
here introduced, was not further developed during this second 
period. Instead, excise taxation, levied on gross receipts, was 
widely used. The first application of the excise tax was a rate of 
2 per cent upon the gross receipts of express companies in 1894.” 
In this year also sleeping car companies were subjected to an 
excise tax of 1 per cent, levied upon the proportion of their 
capital stock which represented property used in the state. The 
assessment was made by the state board of appraisers and asses- 
sors, to which sworn returns were to be made. In 1896 an excise 
tax of one-half per cent was imposed on the gross receipts of 
practically all other public utility companies in addition to the 
regular taxes upon tangible property.? The excise taxes were 

1 go Ohio Laws, 330. 

2 or Ohio Laws, 237; ibid., 408, for tax on sleeping car companies. 


3 92 Ohio Laws, 79. The list included: electric light, gas, natural gas, pipe- 
line, waterworks, street railroad, railroad, messenger and signal companies. 
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codified by the so-called Cole law of 1902, and extended to express, 
telegraph, telephone, and union depot companies, while the rate 
was made uniform at 1 per cent.! In 1904 water transportation 
and heating and cooling companies were added.? All of the 
receipts from the excise taxes were to be used by the state in lieu 
of direct state taxes which were being greatly reduced. 

The excise taxes upon the public service corporations were 
paralleled in 1902 by a franchise tax of one-tenth per cent upon 
the proportion of the capital stock representing property in the 
state, of domestic and foreign corporations organized for profit, 
other than public service corporations.* 

3. 1910 to the present. — These changes bring the outline of the 
development of corporate taxation up to rg10, when the creation 
of the tax commission was made the occasion for certain impor- 
tant modifications in the rates levied by previous laws and in the 
administrative methods. This period is marked by differentia- 
tion in the rates of excise taxation and in the central assessment 
of all property of these corporations. Railroad and pipe-line 
companies were thereafter to pay a tax of 4 per cent on their 
gross receipts; express and telegraph companies, 2 per cent; and 
other public service companies, 1.2 per cent.> The rate on the 
proportion of the capital stock of freight, sleeping car, and special 
equipment car companies which represented property used in the 
state was also advanced to 1.2 per cent. 

The most important administrative change in corporate taxa- 
tion in rgro was the abolition of the various assessing and equaliz- 
ing boards, and the centralization of their functions into the 
hands of the tax commission. The railroads had already been 
assessed for 1910 by the boards of county auditors when the tax 
commission was established, and the principal work of that body 
in connection with the corporate assessment of 1910 was to com- 
plete the valuation of express, telegraph, and telephone com- 
panies for local taxation. This valuation had already been begun 
for rg10 by the former board of appraisers and assessors, as the 


1 95 Ohio Laws, 136. 4 Cf. Bogart, op. cit. p. 343. 
2 97 Ohio Laws, 324. > ror Ohio Laws, 399. 
3 gs Ohio Laws, 124. 
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commission did not take office until July 1. The partially 
finished assessments were turned over to the commission for 
completion; but owing to the pressure of other work, the unfamil- 
iarity of the new appointees with their official duties, and the 
unsatisfactory character of the data returned under the reports 
required by the old board, the commission’s action was confined 
chiefly to an equalization of values.! The total valuation of the 
three classes of companies was increased by $6,828,686, of which 
$6,154,341 fell upon the telephone companies alone. This 
increase is only partly explained by the rise in the number of 
telephone companies assessed, from 518 in 1909 to 575 in rg10, 
but no other explanation is offered for such relatively drastic 
action in a year when the only aim was the equalization of values. 

Since 1911 the commission has been responsible for the assess- 
ment of all public utilities, and its most vigorous and efficient 
service has been rendered in the discharge of this duty. Very 
little had been developed by the earlier boards, either of prin- 
ciples or practice, that was worthy of preservation. The methods 
of the boards of county auditors in the assessment of railroads 
were completely discarded and the railroad valuations were 
revolutionized. The commission professed to follow the practice 
of the state board of appraisers and assessors under the Nichols 
law in using the market value of the stock as a guide in valuing 
the express, telegraph and telephone companies. While the law 
does not now require the use of this criterion of value, it does pro- 
vide that the market value of the stock of these companies shall 
be determined, and the commission has proceeded upon the 
theory “that the market value of the capital stock was the 
equivalent of the value of the entire property of the company.” ? 
But the former state board had apparently used the statutory 
standard as the maximum while the commission has treated it as 
a safe minimum, if one may judge from the differences in the 
valuations obtained by the two boards. The tax commission has 
attempted to explain the differences by advancing the argument 
that whereas stock market values were in excess of plant values 


1 Ohio Tax Commission, Report, 1910, pp. 4, 5; tbid., 1911, p. 23. 
2 [bid., 1911, p. 28. 
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when the Nichols law was passed, the reverse is true today.! 
Whether this argument be sound or not, it has served the com- 
mission as the ground for making heavy and continual advances 
in valuation. 

In recent years the principal reliance has been placed upon net 
earnings, which have been capitalized at rates ranging from 8 per 
cent for the railroads to 12 per cent for natural gas and pipe-line 
companies. These variations in the rates of capitalization were in 
recognition of differences in the permanence of the investment 
and variations in the risk involved in the different public service 
industries.? 

Numerous critics have pointed out that in practice this is the 
least satisfactory method of corporate valuation.* The appor- 
tionment of net earnings to the state is arbitrary, the selection of 
a proper rate of capitalization presents numerous difficulties and 
the strict reliance upon the net earnings as the basis of taxable 
value, waiving the above objections to this plan, results in favor- 
ing the utility corporations in a way that other enterprises are not 
favored. The choice of rates of capitalization has also been 
criticized. The auditor of Cuyahoga county recently published 
data which indicated a discrepancy of some $32,268,000 between 
the stock and bond market value and the assessed value of the 
railroads in Cuyahoga county. Although without legal warrant, 
the use of high rates of capitalization affords a roughly equitable 
compensation to the utilities for the additional burden involved 
in the excise taxes. In other states the legal objections to equaliz- 
ing corporate assessments with other assessments have some- 
times led to a similar adjustment.’ In Ohio an equalization 
between the public utilities and other corporations is doubtless 
required, but it should be attained by additional taxes upon the 
private companies, which appear to be quite inadequately reached 
under existing tax laws.® 

1 Ohio Tax Commission, Report, 1911, p. 28. 

2 Personal Interview with Commissioner A. B. Peckinbaugh, April 4, 1915. 

3 FE. g., Minnesota Tax Commission, Report, 1912, pp. 208, 209. 

4 J. A. Zangerle, As To Taxation of Steam Railroads in Cuyahoga County, p. 22. 


5 Cf. e. g., the discussion of the situation in Michigan. 
° Cf. H. L. Lutz, “The Taxation of Corporations in Ohio,” Proceedings of the 
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The results of central corporate assessment in Ohio have been 
quite remarkable. The figures for 1910, 1911, and 1916 are pre- 
sented below.! Reference to this table will show that extraor- 
dinary increases have been made in the valuation of every class of 
company. These increases were in part the natural result of the 
state-wide campaign for the elevation of the standard of valuation. 
The limitation of the tax rate rendered imperative a sufficient 
increase in valuation to compensate for the reduction of the rate. 
Further, the commission took the duty of corporate assessment 
more seriously, at the outset, not only because of the direct 
responsibility involved but also on account of the general desire 
to see the taxes of corporations increased. In consequence the 
total valuation of the corporations centrally assessed increased in 
1911 by 246 per cent over 1910, while real estate assessments in- 
creased by only 154 per cent. More significant even than the 
increase in the volume of assessment was the gain in the number 
of companies assessed. This meant that a considerable number of 
corporations had been escaping taxation altogether under the 
former regime. Vigorous pursuit of delinquent companies has 
been characteristic of the persistent and aggressive policy fol- 
lowed by the commission and greater equality has thereby been 
attained among the corporations themselves. 

The available data do not permit a comparison of the bases of 
valuation used now for corporations and other property, nor for 
comparison of the tax burden upon different classes of corpora- 
tions. In the latter case, however, it should be noted that some 
wide variations occur in the relation of the assessed valuation to 
the volume of gross receipts returned under the excise tax law. 
The table on the next page presents some of the more striking 
variations in 1912 and 1914.” 

It is admitted that gross receipts do not form, for all classes of 
corporations, an equally safe criterion of the value of the prop- 
erty used in the business. There are many variations in the rela- 
tive importance of fixed plant to the volume of receipts. The 


Tax Conference and Fourth Annual Meeting of the Ohio Municipal League, 1915, 


pp. 16 ff. 
1 Cf. below,p.508. 2 Compiled from the annual reports of the Tax Commission. 
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variations that are shown here, however, seem to be excessive 
even after allowing for the differences in the extent of interstate 
business performed. Wide differences exist in the relation of 
assessment to gross receipts between classes of corporations 
whose physical equipment and business present certain resem- 


Ratios oF ASSESSED VALUATION TO GROSS RECEIPTS 


Corporation IgI2 IQI4 
PXpressiCOMpaniesarc s.r ele 88 758 
Telegraph ae 7 hha hee II.00 II.2 
Telephone “ AIRS dhe eas See me Ae 4.34 
Pipe-line A areca oe iver dots Ge 16.0 20.5 
INaturalicasy mt 12) Vans eerie ee er ieee mes: 3-54 
Unionidepot’s Se ake, Wer mrycts torres II. 14.3 
Wiaterworksis sy i, Wace eee se eter 7.0 5.4 
Heating and cooling companies............ 2.7 1.9? 


blances, as for example, between the pipe-line and the natural gas 
companies, the waterworks and the heating and cooling com- 
panies, or the telegraph and telephone companies.® 

The valuations which are determined by the commission are 
apportioned by it to the taxing districts on the mileage basis. 
The moneys and credits are to be distributed in such a way as to 
equalize the real estate, structures, and stationary personal prop- 
erty in each district in proportion to the whole valuation of the 
tangible property in the state.* 

The codification of the corporation tax laws by the act of 1910 
did not eliminate the two surtaxes which had been developed in 
the preceding period of experimental and piecemeal tax legisla- 
tion. These were the excise tax on public utilities and the fran- 
chise tax on the capital stock of other corporations. The proceeds 
of these taxes go into the state treasury, and their retention in 
Igio was a part of the scheme for the separation of the sources of 
state and local revenues that had distracted public attention for 
so long from more fundamental matters of tax reform. 


1 Includes artificial gas companies in 1914. 

2 Includes data for one company only in 1014. 

3 Cf. Report of the Special Tax Commission of Ohio, 1908, pp. 28-30, for similar 
criticisms. 

* 102 Ohio Laws, 224. 
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There is no need here to enter into a discussion of the principles 
underlying the plan of separation of sources. It appears certain, 
however, that Ohio dallied with projects for separation to the 
detriment of a more thorough reform in the tax system. There 
are good grounds for thinking also that the retention of the excise 
taxes at the rates now in vogue has meant unduly heavy taxation 
of some, if not all, classes of utilities in comparison with other 
corporate property. For example, in torr the steam railroads 
paid an excise tax of $1,787,853, in addition to the general taxes 
upon an assessed valuation of $571,281,620. There has been no 
official determination of the average rate of taxation but in view 
of the limitation imposed in 1910, the average could not have 
been far from 1 per cent. Assuming this figure, the local taxes of 
Ohio railroads would have been $5,712,816, or a total of state and 
local taxes of $7,699,669. This burden of taxes should be com- 
pared with that imposed by other states. In 1912 the Minnesota 
tax commission prepared various estimates of the valuation of the 
railroads in that state, which ranged from $415,000,000 to $574,- 
000,000. The taxes actually paid in 1911 on gross receipts in 
Minnesota were $3,670,760, and had the rate been 5 per cent 
instead of 4 per cent, the tax paid would have been $4,588,450.1 
The Wisconsin railroads paid $3,330,000 in taxes in IgII on a 
valuation of $297,935,000.2, On the Ohio valuation they would 
have paid $6,341,225, or more than $1,000,000 less than the 
estimated total for the Ohio roads. 

The excise tax law was amended in 1911 in a way that appears 
to penalize the public utility still more unfairly. The amendment 
defined “‘ gross earnings ”’ to be the “ entire earnings for business 
done by an incorporated company engaged in the operation of a 
public utility under the exercise of its corporate powers, whether 
from the operation of the public utility itself or from any other 
business done whatsoever.” * Under this section the commission 
held in one case that income from rents, dividends, and subsidiary 
companies were to be included in the gross earnings of a public 
utility. The law and the above ruling appear to be aimed at the 


1 Minnesota Tax Commission, Report, 1912, ch. 15. * 102 Ohio Laws, 224. 
2 Wisconsin Tax Commission, Report, 1911, p. 35. 
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utilities holding company, but the method of reaching such earn- 
ings is capable of harmful effects in some cases.1_ The commission 
adds the recommendation that in view of the fact that public 
utility companies are paying taxes on the full value of their prop- 
erty, no increase should be made in the excise and franchise 
taxes now required of such corporations. The 4 per cent rate on 
gross earnings has been appealed from by two roads as being a 
confiscatory rate, but no decision has at yet been reached. 

Less objection arises against the franchise tax of three-twen- 
tieths per cent levied upon the capital stock of domestic corpora- 
tions organized for profit, and upon the proportion of the capital 
stock of foreign corporations represented by property owned and 
business transacted in the state. This is also a surtax carried over 
from the former regime; it is paid to the state for state pur- 
poses in addition to the local taxes upon the assessed valuation. 
But the private corporations pay local taxes upon valuations 
which were determined locally except in certain instances under 
the Parrett-Whittemore law,? while in the case of the public 
utilities the local rates are applied to valuations centrally deter- 
mined. There can be little doubt that notwithstanding the im- 
provement of local assessments, the tax commission has held a 
higher standard of valuation in assessing public utilities than the 
local assessors have used in valuing the tangible property of 
private corporations. 

The commission’s administrative duty in connection with the 
excise tax is the official determination of the proper amounts of 
such taxable receipts, the chief source of information being the 
reports of the companies themselves. A thorough system of 
inspection has been maintained, and in ror1 the examiners dis- 
covered $3,714,000 of omitted gross receipts. In 1912 the omis- 
sions amounted to $1,123,000. The proportion of the capital 

1 Ohio Tax Commission, Report, 1912, p. 12. This law was sustained in The 
Ohio Tax Cases, 232 U.S., 576. 

2 Cf. below, p. 501. 

$ Ohio Tax Commission, Report, 1911, p. 451; ibid., 1912, p. 412. No figures 
have been published since 1912 but in 1916 the commission announced that it ex- 


pected soon to certify to the state treasurer a large amount of delinquent excise 
taxes covering the past five years. Report, 1916, p. 8. 
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stock of private companies which shall be subject to the franchise 
tax is determined from detailed reports made by the companies. 
So far as can be learned, no special system of inspection is 
maintained for these reports. 

The Assessment of Private Corporations. — The revision of the 
tax laws in 1915 introduced a provision requiring the tax com- 
mission to assess the property of all intercounty corporations.} 
These corporations were to return their lists to the auditor of the 
county in which their principal place of business was located, or 
(if the principal place of business was outside the state) to the 
auditors of any counties in which they did business or held prop- 
erty. These officials were to transmit the returns to the state 
tax commission, by whom the assessment was to be made and the 
final valuation apportioned to the various counties in which the 
property was located. The attorney-general ruled that the sec- 
tion in question did not authorize an assessment of the property 
of the manufacturing, mercantile, and other corporations involved 
under the unit rule,? and the commission has been compelled to 
assess separately the different items of property as these were 
returned by their corporate owners. This ruling harmonized the 
assessment of the private corporations, whether assessed by local 
or by central authority; but it perpetuated the discrimination in 
assessment methods as applied to the private and the public serv- 
ice companies. No data are at hand as to the operation of this 
section of the tax law. The revision of 1917 returned all private 
corporations to the local assessment jurisdiction. 


SUPERVISION OF THE LOCAL OFFICIALS 


The tax commission was also given in 1910 sweeping powers of 
control over the local assessors, and was placed in charge of the 
various administrative duties which hitherto had been performed 
by the state auditor. The latter official had held a place of some 
importance in the taxing system since the introduction of the 
general property tax. He had published the tax laws, and through 
the county auditors he had issued instructions to the assessors. 


1 106 Ohio Laws, 249, § 13. 
2 Attorney-General’s Rulings, February 23, 1916, Dept. Rep. iii, p. 818. 
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The assessment forms had also been prepared under his super- 
vision. His authority was in no sense supervisory, however, and 
was utterly inadequate for the needs ot the case. 

The chief supervisory duties of the new tax commission were 
the following: the preparation of all forms used by local assessors, 
and the compilation of such instructions as were deemed neces- 
sary; the oversight of the proper enforcement of all laws relating 
to taxation; the authority to order reassessments in any tax 
district; and the duty of hearing appeals and complaints. 

According to Governor Harmon, the commission had the power 
under the act as amended to “‘ make all examinations necessary 
to secure information required for the discharge of its duties with 
respect to all kinds of property.”’! Under this general grant of 
authority the Governor believed that the commission could re- 
quire banks and loan and trust companies to disclose the partic- 
ulars of individual deposit accounts. Section 162 of the bill as 
amended in 1911 prohibited the commission from pushing its 
investigations this far, but the section was vetoed by Governor 
Harmon on the ground of being a practical exemption of these 
classes of property. The tax law of 1913 definitely forbade the 
invasion of the privacy of bank books and the records of other 
financial institutions.” | 

The use of the power to order reassessments has been, up to the 
present time, but insignificant. In 1911 and again in 1912 the 
commission brought strong pressure to bear upon the local asses- 
sors for a more complete listing and assessment of personal prop- 
erty. The results of these efforts will be taken up below.’ 
Notwithstanding the assertion of ex-chairman Dittey that these 
results furnish “‘ convincing proof that substantially all property 
now taxable under our laws can and will be placed upon the tax 
list and pay taxes, even though the present laws remain un- 
changed,” 4 the commission recommended in 1913 a revolution 

1 Cf. Veto Message of Governor Harmon, in 102 Ohio Laws, 260, 261. 

* Cf. the references to this subject in the Commission’s Report for 1914, p. 7, 
and ibid., 1915, p. 10. The language is rather vague but it contains the implication 
that the commission would welcome the authority to inspect such records. 

3 Cf. below, pp. 505 ff. 


* R. M. Dittey, “The Uniform Rule and Tax Limit Legislation in Ohio,” 
Proceedings of the National Tax Conference, 1912, p. 233. 
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of the whole assessment machinery along the line proposed twenty 
years earlier by the special tax commission of 1893.1 

The act of 1913 was the most radical administrative change in 
taxation that has yet been undertaken in the United States. The 
central and most important feature was the erection of new assess- 
ment districts, coincident with the boundaries of counties, and the 
substitution of district assessors or deputy tax commissioners, 
as they were called, appointed by the governor, for the locally 
elected township and ward assessors. The district assessors might 
be removed by the tax commission, with the consent of the gover- 
nor. Special “‘ District Boards of Complaint ”’ were also provided, 
the appointment and removal in this case being vested in the tax 
commission with the approval of the governor. In counties of 
more than 65,000 population at the last federal Census, two 
assessors were to be chosen, of different political parties. Not 
more than two members of the board of complaints were to be of 
the same party. All of the duties formerly performed by the 
county auditor were transferred to the district assessors, who were 
authorized to appoint deputies and clerical assistants with the 
approval of the tax commission. Under the direction of the latter 
all property, real and personal, was to be assessed annually; the 
final results of the county assessment were to be equalized by 
the tax commission and appeals were to be taken to it from 
the decisions of the county boards of review. 

This radical innovation was not allowed a fair test, for the turn 
of the political wheel brought into office in 1914 an opposing polit- 
ical administration which was pledged to overthrow the legisla- 
tion of its predecessors. The administrative features of the tax 
law were entirely recast?—the county auditor was made county 
assessor ex Officio, the local assessor was again made an elective 
officer, and a bipartizan board of review was to be appointed by 
a board consisting of certain elective county officers. 

The tax law of 1915 was nullified by the courts after being in 
operation for only one assessment, and in 1917 a new law was 

1 Cf. above, p. 479. Also, Recommendations of the Tax Commission of Ohio to 
the Governor and General Assembly, February, 1913. This law, known as the Warnes 


Law, is in 103 Ohio Laws, 786. 
2 106 Ohio Laws, 246. 
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passed.1 This law retains the local administrative machinery as 
established in the act of 1915. The principal change introduced 
was in the method of listing personal property. The county 
auditor may send listing blanks prior to the second Monday of 
April to all persons liable to taxation on personal property. These 
blanks are to be filled out by the taxpayer and sworn to before 
the assessor or any notary and returned to the auditor before 
May tr. The assessor calls upon those who have failed to return, 
or have made an improper return, by this date. Failure to make 
the return will be penalized by the loss of the exemption of $100 
and the imposition of a 50 per cent penalty. Real estate may be 
reassessed at the discretion of either the county auditor or the 
state tax commission. 

These changes in the tax law have followed each other so 
quickly that there is little opportunity for critical comparison. 
It is exceedingly unfortunate that all of these measures have been 
to so great a degree the product of partizan political influences, 
from which it seems impossible soon to free the whole administra- 
tive machinery of Ohio. Advantage was taken of the extreme 
centralization of power under the act of 1913 to make a long list 
of political appointments, and so to strengthen the party ma- 
chine in the state. The opposing administration snatched this 
power from the governor, but it has thrown much of the adminis- 
trative organization into the arena of local partizan politics, and 
between these two extremes there is little to choose. 

Whatever the type of administrative organization, the crucial 
test of its efficiency will be the results secured under the general 
property tax. Especially is this true in Ohio, where so many 
efforts to modify this system of taxation have failed- Former 
members of the tax commission have been of the opinion that 
““when the administrative features of the present laws are im- 
proved, as may easily be done, there will be little difficulty in 
securing the return of all personal property and having it assessed 
at full value.” In i1g1z the conviction was expressed that “ the 
Ohio system is wise, sound in principle, and fundamentally just, 
and (that) by proper administration the gross evils heretofore 


1 107 Ohio Laws, 29. 


THE TAX COMMISSION OF OHIO 50s 


existing can readily be corrected.””! The present members of the 
tax commission would probably not subscribe to this particular 
statement, but they have not taken that positive stand against 
the general property tax which would be consistent with strong 
conviction of its many defects. On the other hand their references 
to the use of inquisitorial power in order to list bank deposits 
silences any mild disclaimer. Certainly through the state at large 
there is yet a considerable majority who would endorse the earlier 
view of the tax commission.? The test of the soundness of such 
views, so at variance with general experience, is readily made, and 
for that purpose an analysis of the personal property assessments 
for certain years has been prepared.® 

The results of this analysis for the year 1910 are quite similar 
to those found in other states at the beginning of central admin- 
istration. Farm animals composed the bulk of the tangible 
property; and the intangible property, while forming a larger 
proportion of the total personalty assessment than in some 
other states, clearly included only a nominal return of certain 
forms of wealth, notably moneys and credits. The amount of 
credits returned in 1876 was greater than in any subsequent year, 
except one, up to I1gIo. 

Only the figures from 1910 to 1913 are strictly comparable, 
since the assessments for 1914 and 1915 were made under the 
direct control of the tax commission. During these comparable 
years notable increases were made in most of the classes of tan- 
gible property, especially merchants’ and manufacturers’ stock, 
which for the first time were placed on an adequate basis of valua- 
tion. But in the two critical classes of intangible property the 
commission had begun to lose ground by 1913. The total of 
moneys returned in 1913 was less than in 1912, and the rate of 
increase in the assessment of credits was considerably slackened. 


1 Ohio Tax Commission, Report, 1911, pp. 37, 38. 

2 The former chairman, R. M. Dittey, was largely responsible for such views. 
Cf. his addresses, “‘ Taxation and Gas Companies,” Feb. 7, 1912; ‘‘ The Taxation 
of Newspaper Properties,”’ Feb. 14, 1912; ‘‘ Proposed Constitutional Changes in 
Taxation,” Feb. 27, 1912. Also, Albert J. Nock’s characterization of Mr. Dittey 
reprinted from Collier’s Weekly, June 15, 1912. 

3 Cf. below, pp. 509, 510. 
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The commission’s policy evidently forced taxpayers to dispose of, 
or secrete more carefully, their holdings of securities, and so the 
total of this class for 1913 fell below the figures of r912. All along 
the line, then, in 1913 the Ohio tax commission had begun to lose 
ground in its attempt to force all property on the duplicate. 

The returns for 1914 were quite remarkable in many ways but 
they demonstrated even more convincingly the collapse of the 
general property tax. Through the appointive assessors the com- 
mission added over $100,000,000 to the assessment of manufac- 
turers’ stocks, and made significant increases in the returns of 
farm animals, vehicles, and musical instruments. The group “all 
other property ”’ was excessively large in 1913, and in 1914 it was 
broken up by separating a number of forms of household, per- 
sonal, and office belongings, vessels, machinery, and farm wagons, 
which reached the total of $133,300,000. In the intangible group 
the most startling gain was in stocks and bonds; but this in- 
cluded the assessment against the Rockefeller estate, amounting 
to $311,000,000, afterward disallowed by the courts. This fiasco 
of the Cleveland deputy assessors was successful only in diverting 
public attention from certain other defects in the administration 
of the tax system, especially the well-known fact that many other 
owners of large amounts of such property were escaping with 
comparatively light taxes. The improvement in the assessment 
of credits was due to special efforts made by the tax commission 
to trace and assess mortgages. A high proportion of those dis- 
covered were naturally listed by the assessors, who were under 
the control of the tax commission. The amount of moneys 
returned was about 20 per cent of the total bank deposits in the 
state in 1914.1 

The figures for 1915 require little comment. Slight losses in 
live stock, merchants’ stocks, and other tangibles are somewhat 
more than counterbalanced by the gains in vehicles and manufac- 
turers’ stocks. The gain in credits is overbalanced by the losses in 
the return of moneys and investments in stocks and bonds. On 

1 Cf. Taxation in Ohio, Report of the Civic League of Cleveland, 1915, pp. 8, 9. 


It is here estimated that not one-third of the taxable intangibles held in the state 
are on the duplicate. 
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the whole, the second year of state controlled assessment of per- 
sonal. property shows a disappointing amount of intangibles 
secured, that is, it should disappoint those who have stood so 
firmly for the tax system which was here being administered. 

The figures for 1916 show some improvement over those of 
1915, but the gains are neither extensive nor consistent with the 
progress of preceding years. Mercantile stocks continue to de- 
cline, but the loss is more than balanced by the increased assess- 
ment of manufacturers’ stocks. The return of investments by 
corporations continues to be quite erratic, while the gain in the 
return of money is more than offset by the loss in credits, a situa- 
tion contrary to that of 1915. In view of the remarkable pros- 
perity of the people of Ohio in 1916 these results, like those of 
1915, must be regarded as evidence of the very unsatisfactory 
operation of the general property tax. 

It is very unfortunate, from the point of view of tax administra- 
tion, that the completely centralized assessing machinery estab- 
lished in 1913 was not allowed to stand for a few years. The 
experiment was unique and its results would have been most 
instructive. In a single year they demonstrated the gain that 
could be made in the assessment of many classes of property. Of 
greatest interest would have been the effect of this drastic admin- 
istration on the returns of intangibles and on the retention of such 
property within the state. After two years a marked tendency to 
migration was reported,! and this would doubtless have been 
accelerated by continued drastic administration. The experience 
of the years 1911-13 suggests that the commission could not have 
held even the amounts that were listed in 1914. Nevertheless, 
continuance of the experiment would soon have demonstrated 
either the extent to which strong central administration is able to 
restore the general property tax, or in the writer’s judgment, the 
complete failure of that system of taxation.’ 

1 Taxation in Ohio, Report of the Civic League of Cleveland, 1915, p. 17. 

2 The legislature of 1917 passed a bill exempting mortgages from taxation 
upon the payment of a registration fee of one-half of one per cent (107 Ohio 


Laws, 695). ‘This bill became a law without the approval of the governor, and 
was promptly held invalid by the supreme court. Cf. Cleveland Plain Dealer, July 


3, 1917. 
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APPENDIX B, CHAPTER XV 


ANALYSIS OF PERSONAL PROPERTY RETURNS IN OHIO, 1910-16 
(MILLIONS OF DOLLARS) 


I. Tangibles 


Tage : Musical | Mer- Manu- | Other Total 

Year stock | Vehicles | Watches | instru- | chants’ | facturers’| tangi- tangi- 
ments stocks stocks bles bles 

TOQLO Mao ee II0.0 8.6 9 8.8 36.4 peo F eens 177.0 
TORWEN is Sed 141.8 | 16.9 Eee 16.1 69.4 OXOrPIaalls Sep giche 265.6 
TOT pels 25 TS BY ae. 82:5) 210:2 eens 303.1 
TOLLS cee Tag. sel e1Ss4! T.2 TOW \ans2-2 236.4 arene 568.7 
LOSE Ve iste 40:0) |! 16.3 1.6 20.7 74.0 22.6 sh 285.1 
EOL Qe ose eis 27) 1.4 Foc a ae 85.7 245.5 soos 335.5 
POLI Pecan 149.6 | 20.7 1.6 2Ojmeee SOs 268.1 Pais 620.6 
TOL Sete ee ees E5S:1) || 2350 1.4 20.9 73-0 eget rote 204.4 
TODS ae, sate: 250 1.9 ce oe 106.7 168.3 Bats 279.0 
FTO Cee eis 160.2 25.8 I.4 20.9 170.7 IQI.4 ene 573-4 
LOVASEs aeeeie Oke. | Aang 1.9 26.2 84.1 19.7 98.9 | 453.1 
TOLAT Snir 3.0 3.8 ee sce 04.9 274.7 34.3 | 403.9 
TOLA Se ae 184.2 | 44.9 1.9 26.2 | 179.0 284.4 | 133.2 | 857.0 
LOLS Se aes: L740) || 51-0 a7) Oye) 81.1 19.6 95-3 | 453-4 
TOES eee 2.9 4.2 oe ne 95.2 284.6 23.4 | 410.3 
TOES Meee oy feo SOs Ls7 27.0 | 176.3 Z204s2 |, L1S.7 |) O03%7 
TOLO ere | ors) | Ole7 1.5 PASH 81.7 19.4 97-7 | 466.2 
TOROS se ole 2.4 5-7 AD aK 85.8 | 328.4 38.6 | 460.9 
TOLOS tee aes | LGO.0) I O74: 1.5 Ome LOG MGA 7. Omlens Ons |IO 2721 


1 Returned by individuals to assessors. 
2 Returned by corporations to county auditors, or county assessors. 
3 Total for the year. 
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APPENDIX B — continued 
II. Intangibles 
Property lis- I. 
Year Moneys Credits |ted as banker,} Bonds and Total All other 
broker or stocks intangibles property 
jobber 

TOLO nse cup 59-5 69.9 se 6.5 151.2 39-7 
LORD eee 74.2 QI.2 iy | 20.6 186.7 93-7 
OULD ae aeese 20.0 40.0 Sy 4.3 65.2 183.5 
TOL Racer ss ec 94.2 T3302 1.4 24.9 251.9 GPP 
Ig12! 96.7 108.5 1.4 26.6 283.2 87.2 
1912? Dp 39-7 i.3 12.7 86.2 22ie2 
TOL2 ae cist. c ist IIQ.2 148.2 Si 39.3 319.4 308.5 
1913? 99.7 108.2 1.4 31.9 241.2 89.2 
TQM Zs bis susie: 13.0 40.7 au 20 61.9 114.8 
TOUS Sit aecveusle T0247, 134.9 15 34.0 303.1 204.0 
19141 120.5 157-5 1.3 400.9 # 680.2 9-9 
1914? 29.5 62.4 ie 40.4 138.3 34.2 
TODA See eee LS Oro) 219.9 tg 447.3 818.5 44.1 
LOLS tae: 114.4 159.0 1.3 83.1 358.4 II.4 
TORS eee 29.5 89.2 Al g.I 127.9 20.6 
TOTS ars eerie: 143.0 248.8 1.4 Q2.2 485.3 30.0 
TOLOP a ae iene 137.1 142.9 Xe) 88.7 369.6 6.8 
TOTO 24 cerns 43-5 62.3 cD 45-7 151.7 19.9 
TOLOS = sere 180.6 205.2 Tek 134.4 521.3 26.7 


1 Returned by individuals to assessors. 
2 Returned by corporations to county auditors, or county assessors. 


3 Total for the year. 


4 The Rockefeller assessment of $311,000,000 should be deducted throughout. 


CHAPTER XVI 


STATE TAX COMMISSIONS IN THE EASTERN 
STATES! 


1. THE STATE TAX COMMISSIONER OF CONNECTICUT 


THE tax system of Connecticut has passed through much the 
same phases of development that have been experienced in the 
other states; though in certain respects the traditional attitude 
of this section toward governmental functions has yielded more 
slowly to the pressure of new needs and conditions. The tax 
system of colonial Connecticut, being largely borrowed from 
Massachusetts, naturally placed large reliance upon property 
taxation, with the difference that greater use was made of assess- 
ment upon estimated income instead of upon selling value.? The 
increasing revenue needs of the colony led, during the second half 
of the seventeenth century, to the assessment of property by 
commissioners elected in each town. These commissioners then 
met at Hartford for the inspection and equalization of the lists. 
Any differences among them were referred to the General As- 
sembly. The neglect of the commissioners so imperilled the tax 
system that in 1692 special agents or inspectors were provided for 
the task of inspecting and correcting the lists. The change 
worked but small improvement, and early in the eighteenth cen- 
tury the function of review was merged with that of assessment 
and the boards of listers became the local boards of review. The 
counterpart of state equalization, which the earlier commis- 

1 In Chapters XVI, XVII, and XVIII brief accounts are given of the more 
recently established tax commissions, and of the tax departments in some other 
states which have of late been given more extensive powers. For convenience the 
geographical grouping has been followed. No account has been given of the work 
of the Idaho tax commission, which was abolished in 1915; nor of the commissions 
in Montana, Arkansas, and North Dakota, because of the lack of recent informa- 


tion concerning their activities. 
2 Cf. F. R. Jones, History of Taxation in Connecticut, 1636-1776. 
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sioners had performed, disappeared with the commissioners. The 
listers continued to report their lists to the General Assembly 
until 1818, and in the event of failure on the part of an assessor to 
report his list, the General Assembly doomed the town and fined 
the delinquent official. 

The property taxes of the colonial period were supplemented in 
Connecticut by a series of taxes on “‘ faculties,’ on incomes, and 
on polls. The last of these was especially heavy and the inequity 
of its burden led to increasing agitation for a change in the tax 
system.? The new constitution of 1818 introduced the principle 
of taxing property on selling value instead of on income and 
during the next thirty years the emphasis shifted from burden- 
some poll taxes to more extensive property taxation. The 
general property tax was introduced in 1849.* 

The details of the development of the property tax are not 
essential to the present purpose. The incoming property taxes 
were locally administered, except for a state board of equalization 
which had been provided in 1820. For the first year this board 
was to consist of one commissioner from each county, who, with 
the state treasurer and controller, were to equalize the annual 
assessment lists of the several towns. The following year the local 
representatives were omitted and the two state officers originally 
named continued to act as the state board of equalization until 
the addition of the tax commissioner in 1gor. 

This board of equalization does not appear to have been equal 
to the task asked of it, and the characteristic tendencies of local 
assessment became more pronounced simultaneously with the 
extension of property taxation. So rapidly did these defects 
become prominent that the legislature created, in 1843, one of the 
earliest special tax commissions in the United States for the pur- 
pose of studying the operation of the tax system and reporting 
upon necessary changes. The commission recommended more 
complete listing of property, publicity for the lists returned, and 


1 Cf. Laws of Connecticut, 1774, p. 129; ibid., 1796, p. 275; ibid., 1807, p. 757. 
2 Jones, op. cit., pp. 30, 31. 

3 Statutes of Connecticut, 1849, pp. 604, 605. 

4 Laws of Connecticut, 1820, ch. 52. 
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abolition of the state board of equalization.! These recommenda- 
tions received no serious attention from the legislature. Nat- 
urally, such limited proposals would have produced little effect, 
had they been accepted. Evasion and undervaluation continued 
and during the second half of the nineteenth century three more 
special commissions were created in the hope of attaining a satis- 
factory solution to the problem of equitable taxation under the 
uniform rule. In addition, various attempts had been made to 
render the board of equalization more competent to deal with the 
problem of equalization, a problem which had become much more 
serious with the vastly increased tax burden of the Civil War. In 
1866 the board had been reinforced by the addition of one com- 
missioner from each senatorial district. These commissioners 
were to review the tax lists with the original assessors, and, if 
necessary, inspect the properties themselves and report to the 
board of equalization.? The year following the duties of a com- 
missioner were made more specific. He was required, with a 
selectman, to inspect a sufficient number of homesteads in each 
town, and not less than ten farms situated in different parts of the 
town, together with enough other taxable property to ascertain 
the average actual cash value thereof; and then prepare a table 
showing the percentage of full value used by the assessor for each 
class of property.’ The special tax commission of 1868 commented 
upon the situation as follows: 4 


But when it is considered that the same pernicious influence of self- 
interest, which had produced undervaluation by the local town officers, was 
still left in full operation upon the action of every member of these boards, 
in the valuations in their respective local districts, it is not strange that this 
intended check should have proved to be of very little practical avail. 


This analysis of the outcome proved correct and the provision for 
commissioners of equalization was repealed in 1871. 

The reports of the special tax commissions need not be reviewed 
in detail. It is of interest in this connection to note, however, that 


1 Chapman, op. cit., pp. 27, 28, reviews this report. It has not been available to 
the writer. 
2 Laws of Connecticut, 1866, ch. 83. 
3 Tbid., 1867, ch. 146. 
Report of the Special Commissioners on the Subject of Taxation, 1868, pp. 5, 6. 
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the one recommendation which was presented by each of the 
three commissions was for the appointment of a state tax com- 
missioner, who was to exercise general supervision over the tax 
system. Bills for this purpose failed of passage on more than one 
occasion and when the tax commissioner was finally provided, in 
rgo1, the particular function which had been first suggested by 
the commission of 1867! — general supervision of the tax system 
— was not included, nor has he been authorized to the present to 
exert any effective influence over the local assessors. 

The act of 1901, creating the office of state tax commissioner, 
provided for the appointment of a tax commissioner by the gover- 
nor for a term of four years at a salary of $3000.2, He was re- 
quired to act as a member of the state board of equalization, to 
administer the corporation taxes, and to inquire into the condi- 
tions of local assessment, not for the purpose of supervision but 
rather with a view to securing materials which might serve to 
assist the state board of equalization in its action. The reports 
published by the tax commissioner before 1908 contain no 
material that would assist in a description of his work; the follow- 
ing brief account of his activities is therefore confined to the 
period since 1908, the date of the first important biennial report. 

The state board of equalization is composed of the treasurer, 
the comptroller, and the tax commissioner. The latter is required 
to report annually to the board the results of his official inquiries 
relative to tax conditions in the different towns; and asa rule, the 
only data upon which the equalization could be made have been 
those compiled for this purpose by the commissioner. These data 
include the assessors’ statements of the percentages used in 
assessing manufacturing plants and property in general; the 
selectmen’s estimates of the percentage of assessment; the town 
grand lists for the present and the preceding assessments; and 
such material as the tax commission may have obtained in the 
course of local visits or from any other source. No attempt has 
ever been made to compile, in any systematic way, data relating 
to the percentage of full value that has been used by the assessors, 


1 Report of the Special Commissioners on the Subject of Taxation, 1868, pp. 11,15 ff. 
2 Laws of Connecticut, 1901, ch. 62. 
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and since the adoption, in 1915, of the plan of apportioning the 
state tax upon local expenditures instead of upon assessed valua- 
tion, such compilations will be of diminishing importance. Under 
this law the town lists are to be corrected by the board of equali- 
zation only when, in the judgment of the board, such action may 
be necessary for any other purpose, such as the distribution of 
state funds in aid of schools, highways, or other purposes.! 

This innovation in the method of apportioning the state tax was 
the result of the tax commissioner’s recommendations on the sub- 
ject since 1910.2 His arguments were strengthened by the unsat- 
isfactory equalization which the board of equalization was able to 
make. It does relieve state officials, already crowded with other 
duties, from the thankless task of an equalization more or less 
blindly made and probably will promote equality of distribution 
of the state tax, which now amounts to about $1,750,000 annually. 

The state equalization in Connecticut was unsatisfactory, not 
only because of the limited sources of information open to the 
board, but also because of the practice of equalizing by adding a 
lump sum instead of dealing with classes of property. Since 1897 
the board has dealt vigorously with the local returns in this 
respect,? the annual additions ranging from $91,000,000 to $151,- 
oco0,coo. Under the circumstances, however, these corrections 
could have had little influence in promoting greater equality of 
assessments. This conclusion is substantiated by the material 
compiled by the Joint Committee on Taxation and State Finance 
of the Connecticut Chamber of Commerce. These materials are 
chiefly for the year 1915 and represent therefore the condition of 
local assessments at the close of the active career of the state 
board of equalization.‘ 

The most serious defect, perhaps, has been the wholesale escape 
of personal property in every form. The experience of other states 

1 Laws of Connecticut, 1915, chs. 251 and 309. 

2 Connecticut Tax Commissioner, Report, 1910, p. 47; tbid., 1912, p. 693 ibid., 


1914, P. 94. | 
3 Laws of Connecticut, 1897, ch. 159, authorized the board to raise or lower as- 


sessments to full value. 
4 Report of the Joint Committee on Taxation and Finance of the Connecticut 


Chamber of Commerce, 1916, passim. 
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has been confirmed in an interesting way by the relative returns 
of real and personal property in Connecticut. Everywhere the 
relatively wealthier districts have succeeded in preventing the 
larger proportion of their personalty from reaching the tax rolls. 
In 1915 the two counties which ranked, respectively, sixth and 
last in density of population ranked highest in the proportion of 
personalty to total assessment. The county with the greatest 
density of population was next to the last in the proportion of 
personalty to total assessment. For the state as a whole per- 
sonalty was less than 16.3 per cent of the total assessment, and of 
the personalty returned, three-fourths was listed under three 
classes — ‘‘ goods and materials of manufacturers,” ‘ goods and 
merchandise of merchants and traders,’ and ‘“ automobiles.” 
The last of these classes was very unevenly assessed over the 
state, average assessed values ranging from $368 to $649 among 
counties and from $101 to $830 among towns. The special tax 
commission of 1915 reported that 25 per cent of the motor 
vehicles registered with the secretary of state were not even 
listed on any tax roll in the state. 

Similar discrepancies were shown to exist throughout the list of 
classes of property, both tangible and intangible. They are evi- 
dence not only of the natural deficiencies of the general property 
tax but quite as much of the weakness of the administrative 
system in Connecticut. Nowhere have state tax commissions been 
able to transform the general property tax completely, though 
with vigorous exercise of reasonably ample administrative powers 
the assessment of real estate and of some forms of personal prop- 
erty has been rendered fairly uniform. The nonuniformity of 
property assessments in Connecticut has been intensified by the ab- 
sence of adequate powers of central supervision and equalization. 

The effect upon local assessments of the new plan of distribut- 
ing the state tax remains to be seen. It has been frequently 
pointed out above, however, that the state tax has been by no 
means the only cause of irregularities in the local assessment, and 
there appears to be no sufficient reason for believing that the 
local officials in Connecticut will assess uniformly for county and 


1 Report of the Special Tax Commission of Connecticut, 1917, p. 30. 
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local taxation without some sort of central guidance and oversight, 
and possibly, stronger corrective powers. 

The recent Connecticut results confirm outside experience also 
with regard to the assessment of intangibles at a low flat rate. 
Such a tax, at the rate of four mills on the dollar, has been im- 
posed upon choses in action since 1889.1. Owners of such property 
have had the option of listing them for local taxation at the local 
rates or of registering them with the state treasurer and paying 
the lower flat rate. For the year 1915 the total amount registered 
with the treasurer was $105,745,000, and with the local assessors 
$11,402,000. There is no central supervision of either of these 
returns and the listing of this property is a voluntary act, except 
in so far as the assessor may use his right of arbitrary assessment. 
The joint special committee commented upon the situation as 
follows: ? 


It is hardly conceivable that in the thrifty state of Connecticut there are 
seven towns in which there is no ownership of taxable bonds, choses in action, 
money, or deposits, or in which all such property is listed for the owners by 
brokers in other towns. It is perhaps conceivable that in this same thrifty 
state there are towns in which the total amount of taxable intangible prop- 
erty amounts to $50, $62.66, and $95, respectively. If conceivable, this is 
at least highly improbable. It is equally improbable that there are five 
other towns in each of which the aggregate of taxable intangible property 
amounts to $500 or less. It is certainly not to be believed that there are 
33 towns in the state of Connecticut, out of a total of 168 towns, in no one 
of which the total value of taxable intangible property amounts to $5,000. 


Finally, the effect of the absence of central supervision is to be 
seen in the loose and careless way in which the local officials have 
compiled their reports and kept their records. The practice of 
returning property, especially that belonging to corporations, 
under the wrong classification has made the grand lists as pub- 
lished by the tax commissioner practically useless.’ It is needless 
to point out that this practice greatly favors evasion and under- 
valuation, while it makes careful equalization upon the basis of 
these returns wholly impossible. 


1 Laws of Connecticut, 1889, ch. 248. The rate was 2 mills until 1897, when it 
was increased to 4 mills, Laws, 1897, ch. 216. 

2 Report of the Joint Committee on Taxation and State Finance to the Connecticut 
Chamber of Commerce, 1917, Pp. 37- 

3 [bid., pp. 58-60. 
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The system of corporation taxes in Connecticut has recently 
been almost entirely recast, and with this change the tax com- 
missioner’s duties have naturally been materially modified. The 
transition came in 1915 as the result of the recommendations of 
the special commission on the taxation of corporations, in its 
report of 1913.! The structure and operation of the earlier system 
of corporation taxes are so thoroughly described in that report 
that it is unnecessary to dwell upon those topics here. The new 
system, together with the tax commissioner’s duties in connection 
therewith, will be briefly outlined. 

The special commission of 1913 had recommended the intro- 
duction of gross earnings taxes for all public service corporations. 
This plan was adopted in 1913 for telegraph, telephone, express 
and car companies;? and in 1915 for railroads, street railways, 
water, gas, electric and power companies.* The determination of 
the taxable gross earnings is left with the state board of equaliza- 
tion, of which the tax commissioner is the most active member in 
tax administration. The board has been sustained by the courts 
in ruling that taxable gross earnings include the income from all 
operations, whether from the principal business or from any sub- 
sidiary business conducted by the company, without deduction 
for operating expenses, taxes, or bad debts.‘ 

The act of 1915 introduced a new method of taxing miscellane- 
ous business corporations, which had hitherto been taxed on their 
property as assessed by the local assessors, while their stocks had 
been exempt to the holders. The new law imposed a tax of 2 per 
cent on the net income of such corporations as were subject to 
taxation under the federal income tax. The Connecticut law 
adopted the terms and requirements of the federal law, and pro- 
vided for the use of the reports made to the internal revenue office 
for the assessment of the tax. This arrangement simplifies greatly 
the administration of the tax, and makes possible the collection 
of about $1,600,000 of revenue at an annual expense to the state 
of about $3000... The tax commissioner suggests the extension of 

* Report of the Special Commission on Taxation of Corporations, 1913. 


2 Laws of Connecticut, 1913, ch. 188. 
3 [bid., 1915, ch. 150. 4 go Conn. 452. 
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this law to individual and partnership concerns in the same fields 
of business as the corporations subject to the act.! 

The Connecticut inheritance tax dates to 1889 but until 1915 
its administration was wholly a local matter.2. Each of the one 
hundred and thirteen probate judges in the state was entirely 
independent in his construction and application of the successive 
inheritance tax laws, subject only to the few supreme court 
decisions and to an order from the state treasurer for a new 
appraisal in case the return were unsatisfactory to him. This was 
only a check against excessively low valuations, and in conse- 
quence the history of the law is a record of misunderstanding, 
great divergence of interpretation, and serious loss of revenue to 
the state.? Under the law of 1915 a copy of the appraisal of every 
estate in excess of $500 must be filed with the tax commissioner. 
He may ask for a reappraisal, and he may object to the revalua- 
tion before the court, which is empowered to correct the inven- 
tory. He may also call for a statement of the taxes calculated by 
the probate court to be due upon any estate.4 

Although the Connecticut tax commissioner has possessed no 
supervisory authority over the local tax officials, he has been in a 
position to observe their conduct and to form reliable estimates of 
their general attitude toward their work. The drift of his observa- 
tions along this line has been discouraging. For instance, in 1909 
the annual election of the local board of assessors was discon- 
tinued in favor of a three-year term, with election of one assessor 
each year.’ Towns selecting assessors under special charter pro- 
visions were not included. The tax commissioner wrote in 1910 
that the assessors’ work showed “ very great improvement.” It 
was anticipated that with a three-year term the assessor’s interest 
would be sustained throughout the year and would lead him to 
collect useful data on the valuation of property in and out of the 
statutory assessment period.’ But these not unreasonably high 

1 Connecticut Tax Commissioner, Report, 1916, p. 64. 

2 Laws of Connecticut, 1889, ch. 180. 

3 Connecticut Tax Commissioner, Report, 1914, pp. 66-70. 
4 Laws of Connecticut, 1915, ch. 332. 


5 Tbid., 1909, ch. 173. 
6 Connecticut Tax Commissioner, Report, 1910, p. 8. 
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hopes have been shattered. While insisting upon the benefits to 
be derived from the longer term, the commissioner reported in 
1912 that in many towns conditions remained about as before.! 
Two years later the majority of assessors were said to be copying 
old lists, accepting owners’ valuations, failing to view property, 
and neglecting the law at various other points.? In 1916 the 
following dejected statement was made: * 


There is no particular change in the manner or method of work of the 
local tax officials in the different towns. There continues to be a wide varia- 
tion in efficiency and interest, and the laws in too many instances are ad- 
ministered by the force of inertia rather than by the incisive effort and 
application of the tax officials. There is no evidence of a supervisory author- 
ity, and each official performs official acts in accordance with his own notion 
and energy. 


The longer term of office, in itself, has not sufficed to stimulate the 
great mass of assessors into keener interest than their predecessors 
had experienced. Nothing short of the control which effective 
state supervision means can bring this inspiration to them. 

The active legislature of 1915 adopted another of the tax com- 
missioner’s recommendations looking toward more effective 
financial administration. This was the establishment of a state 
board of finance, to consist of three citizens appointed by the 
governor for a six-year term, and the treasurer, comptroller and 
tax commissioner. This board is to receive the various depart- 
mental estimates of revenue and expenditure, hold hearings upon 
them, and report their findings at the next session of the General 
Assembly. In addition, the law provided a joint committee on 
appropriations, to consist of two senators and five representatives. 
This committee and the board of finance are to hold joint meet- 
ings during the legislative session and consider all bills for the 
appropriation of money. Such bills go automatically to this joint 
body unless the legislature suspends this order by two-thirds 
vote. The board of finance and the joint legislative committee 
are authorized to originate bills. As a step in the development of 
state budgetary procedure this plan promises well. It suggests 

1 Connecticut Tax Commissioner, Report, 1912, pp. 13, 14. 


2 Ibid., 1914, pp. 13, 14. 3 [bid., 1916, p. 26. 
* Laws of Connecticut, 1915, ch. 302. 


TAX COMMISSIONS IN THE EASTERN STATES 521 


the next line of development in American financial administra- 
tion, which must surely be the extension of some degree of central 
control over the state and local expenditures in order that a 
better codrdination of outgo and income may be secured. 

From this brief survey of the Connecticut tax commissioner’s 
activities it may be seen that this official has been a vigorous and 
progressive force in the state, developing sentiment and molding 
legislation in the direction of more effective tax administration. 
The comparison of his official recommendations through the 
biennial reports with the record of tax legislation reveals the 
remarkable degree of leadership which the Connecticut tax com- 
missioner has attained in financial matters. In many respects this 
legislation is fully as progressive as that found elsewhere, while in 
more than one instance Connecticut has become the resourceful 
pioneer, undertaking new ways of meeting old problems, as in the 
plan of apportionment, or striking out resolutely into new paths 
for the attainment of new financial ends, as in the creation of the 
board of finance. In one respect, however, Connecticut’s tax law 
is singularly deficient, and the tax commissioner has not urged 
this reform as insistently as he has other matters. This defect is, 
of course, the lack of central supervision over the local assessment; 
and the reason for it is clearly enough the New England senti- 
ment for local autonomy. This sentiment has been giving way in 
other New England states, but in Connecticut it is still a sufh- 
ciently powerful factor to check legislation and to prevent a 
tactful tax commissioner from making more than casual reference 
to the need of greater supervision. Connecticut needs to study 
the developments in tax administration in other New England 
states and elsewhere, and to consider wherein those developments 
may contribute to the improvement of her own tax system. 


2. THe STATE TAX COMMISSION OF NEW HAMPSHIRE ! 


The development of centralized tax administration came much 
more slowly in New Hampshire than in the neighboring state of 
Massachusetts. The general structure of the tax system was 


1M. H. Robinson’s A History of Taxation in New Hampshire contains much 
interesting historical material. 
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established a century or more ago and but few changes have since 
been made.! This system was, of course, the general property tax. 
The assessment was made originally by the selectmen and later 
by locally chosen assessors, or listers. No provision was made for 
the equalization of individual assessments, and the only means 
of relief was in the appeal of the individual taxpayer to the courts. 
The constitution required a reappraisal of real estate at least as 
often as once in five years. From 1775 to 1878 these periodic 
reappraisals were equalized by a committee of the legislature, 
though the results were apparently of little value as contributing 
to greater equality of tax burden. A special tax commission 
reported on the subject in 1878, and expressed the conviction that 
a state board for the equalization of values was a pressing need of 
the state. It added, “‘ . . . if the new sources of revenue recom- 
mended by the commission are adopted, a Board of Equalization 
will become a necessity.”’ ? 

Upon the recommendation of this commission, state and county 
equalization was introduced in 1878.3 The county commissioners 
of each county were required to equalize the returns of real estate 
after each quinquennial appraisal, and the chairman of each board 
(or any member) was to meet with the state board of equaliza- 
tion. This board was composed of five members appointed by the 
supreme court and commissioned by the governor for a term of 
two years. The act of 1878 suggested that the state board of 
equalization exercise general supervision over local tax officials, 
but the real meaning of this term was not then appreciated and its 
possibilities were not realized. The county representatives were 
withdrawn from active participation in the state equalization in 
1891, and were required only to submit such data on the subject 
of local assessment and equalization as might be of assistance to 
the state board. This board assumed also in 1878 the function of 
railroad assessment which had been performed since 1843 by the 
justices of the supreme court; * it began the appraisal of the lines 

1 W. B. Fellows, “ Taxation in New Hampshire,”’ Proceedings of the National Tax 
Conference, 1915, pp. 177-187. 

? Report of the New Hampshire Tax Commission of 1878, p. 39. 


3 Laws of New Hampshire, 1878, ch. 73. 
4 Statutes of New Hampshire, 1891, ch. 63. 5 Ibid., 1843, ch. 39. 
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and equipment of the telegraph companies ! and the oversight of 
the returns of express companies.? Five years later the assessment 
of telephone companies was added.® 

This typical administrative organization of the period operated 
even less satisfactorily in New Hampshire than in many other 
states because of the strong influence of the idea of local auton- 
omy. The growing realization of the inequitable conditions which 
prevailed led finally to the creation of a special tax commission in 
1907. Its report, published in 1908, presented a careful survey of 
the state’s tax system with a comprehensive plan for adminis- 
trative reorganization.* The conditions found by the special 
commission to exist may be briefly summarized. 

The condition of real estate assessment was tested by the sales 
method, for which about three thousand usable sales had been 
collected. The average ratio of assessed to true value, as shown 
by these sales, was 72 per cent in 1907 and 76 per cent in 1908. 
But in 1907 there were four counties below this average and the 
range was from 56 per cent to 86 per cent. In 1908 the range was 
from 60 per cent to 89 per cent. Though the law at that time 
required a distinct assessment of separate parcels, the assessors 
usually made a lump assessment of all of the real estate belonging 
to one owner. Many of the sales collected by the special tax com- 
mission had to be rejected because the assessors could not find 
on their books the property described in the deeds. The wild 
lands and timber lands were rarely surveyed by the assessors. 
Using the survey made by the United States Forestry Service in 
part as the basis, the wild lands of the state were found to be 
assessed at one-fourth to one-third of full value. 

Live stock was said to be undervalued 35 per cent to 45 per cent, 
industrial corporations were estimated to be assessed at 34 per 
cent of full value, and not above one-tenth of the moneys and 
securities were found to be taxed. The board of equalization had 
followed no method whatever in assessing the corporations under 
its jurisdiction, but under the leadership of the state courts it had 

1 Laws of New Hampshire, 1878, ch. 54. 


2 [bid., ch. 51. 3 Tbid., 1883, ch. 110. 
4 Report of the New Hampshire Tax Commission, 1908. 
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made such allowances as seemed proper in order to secure approxi- 
mate equality of assessment between corporate and other prop- 
erty. In the absence both of adequate means of investigating 
local assessments and a proper method of corporate valuation, 
the unsatisfactory character of the results is apparent. 

The act for the creation of a permanent tax commission in New 
Hampshire was passed in 1911,! following the recommendation on 
the subject advanced by the special tax commission of 1908.? In 
its final form the bill was a combination of two bills offered by the 
earlier commission, one providing for the tax commission and the 
other for the administration of the corporation taxes by the tax 
commission. This body was made bipartizan by requiring that 
one member be chosen from the leading minority party, but the 
law also required that all three appointees should be persons 
known to possess knowledge of the subject of taxation. The 
members were to be appointed by the supreme court and com- 
missioned by the governor. The court was to designate one 
member as chairman and another as secretary. The latter is the 
active head of the commission and is required to maintain regular 
office hours in the state house throughout the year. His salary is 
$3000 and that of the other two members $2500. The regular 
term of office is six years. 

The act of 1911 abolished the state board of equalization and 
transferred its duties to the tax commission. These duties in- 
cluded the biennial equalization of property valuations in the 
several towns and cities and the assessment of the public service 
corporations. In addition, and most significant of all in view of 
the strong sentiment for local self-government, the commission 
was given general supervision over the tax system. This super- 
vision was to be exercised by conferring with, advising, and 
instructing the local assessors; by issuing orders for the institu- 
tion of proceedings for the enforcement of laws; and by collect- 
ing information and hearing complaints. Authority was also 


1 Laws of New Hampshire, 1911, ch. 169. Cf. A. O. Brown, ‘A Tax Commis- 
sion with Power,” National Tax Bulletin, ii, pp. 94 ff., January, 1917. 

* Report of the New Hampshire Tax Commission, 1908, pp. 311-315. 

* The first attempt to secure a tax commission failed, in 1909. Brown, loc. cit. 
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granted in these appeal cases to order a reassessment whenever 
such action was regarded as advisable or necessary. 

In preparation for its task of equalizing the assessment of 1912 
the commission spent considerable effort in impressing upon the 
local assessors the desirability and importance of assessment at 
full value. Written instructions to this effect were issued, and 
visits were made to every county of the state. This preliminary 
educational campaign proved to be of small influence and the 
commission proceeded to a vigorous equalization, the details of 
which have not been published. This equalization was made on 
the basis of material collected independently of the local assess- 
ment by the commission and by the railroad companies, the object: 
of the latter being the prosecution of their appeals from the 
increases made by the state board of equalization in 1909. There 
was no general use of the sales method, though some evidence was 
obtained comparing assessed and selling values of real estate. 
More use was made of sampling. The real estate in about one 
hundred towns was sampled and in some cases at least these 
sample appraisals extended to live stock, manufacturing prop- 
erty, and stock in trade. The probate records afforded evidence 
of the escape of mortgages and other intangibles. The commis- 
sion concluded that on the average the state was assessed at about 
61 per cent of true value.1 This ratio was used for the purpose of 
equalizing the corporate assessments to those of other property, 
but not in the general adjustment of local assessments in 1912. 

In this year only $10,438,500 was added toa total local valuation 
of $379,647,000, so that there was clearly no thought of equaliz- 
ing assessments up to full value, notwithstanding the instructions 
to the assessors at the beginning of the assessment period. Even 
this small amount was placed on the tax rolls by compromises 
which completely satisfied no one.? The commission’s activity in 
equalization has somewhat decreased since 1912. In 1914 no 
additions were made to the local returns because no evidence 
appeared which indicated that property had not been assessed at 

1 New Hampshire Tax Commission, Report, 1911, Second Edition, pp. 34, 35. 

2 A. O. Brown, ‘‘ A Tax Commission with Power,” National Tax Bulletin, ii, 
Pp. 94-100. January, 1917. 
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full value. The total local assessment had been increased from 
$263,074,000 in 1911 to $379,647,000 in 1912, and the amount 
added by the tax commission brought this total to $390,086,000. 
By 1016 this total had increased to $410,150,000. The lack of 
evidence must have been due to a diminished ardor in the search 
therefor, since the commission’s addition in the equalization of 
1912 did not overcome the undervaluation which its own calcula- 
tions had shown to exist. In 1916 the chairman stated that the 
direction and equalization of a general reassessment of property 
was the most important task then confronting that body? 
Despite the large initial increase and the slow but steady advance 
in the years following, many forms of property are now under- 
assessed. Merchandise stocks, reclaimed farms, and summer 
resort property are among the classes in greatest need of atten- 
tion. The returns of intangibles are naturally not satisfactory; 
this situation, together with the whole personal property schedule 
since 1911, is discussed below.® 

The central administration of railroad taxes began in 1843 
with a law which required the railroad companies to pay a tax of 
one per cent upon the value of that part of their capital stock 
expended within the state, after certification by the justices of 
the superior court. In 1867 this capital was to be taxed in pro- 
portion to the taxation of other property in the various towns in 
which the roads were located. The justices of the supreme court 
were to determine the value of such capital, the rates of taxation 
in the respective towns, and the amount of the tax. This law 
continued, without any particular methods being provided whereby 
the supreme court justices were to fulfill these tasks, until 1878. 
In this year the basis of railroad taxation was made the road, roll- 
ing stock, and equipment, which were still to be taxed in propor- 
tion to the other property in the several towns in which the roads 

1 Personal Letter from W. B. Fellows, Secretary to the New Hampshire Tax Com- 
mission, June 28, 1915. 

2 A. O. Brown, Joc. cit. The constitution requires a general reassessment at 
least once in five years. : 

3 Cf. below, pp. 530 ff. 


4 Statutes of New Hampshire, 1843, ch. 30. 
5 Tbid., 1867, ch. 57. 
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were located.! The state board of equalization was charged with 
the administration of this act, and it proceeded to use in general 
the methods employed by the supreme court for this purpose. 
The assessment was promptly appealed from, and the supreme 
court sustained as unconstitutional that portion of the law which 
required taxation at the average rate of the property in the respec- 
tive towns through which the railroad operated,? although for 
eleven years this tribunal had administered the earlier law con- 
taining this provision. The board of equalization then voted to 
regard the tax as a state tax and to apply the average state 
rate.® 

This was a singular administrative modification of the statute 
but the board of equalization was evidently a resourceful body. 
This quality appears also in its method of determining the aver- 
age rate. The rate as calculated was $1.44 per $100 in 1880, but 
because of the local undervaluation the rate used was $1.25 per 
$100. The problem of ascertaining by any independent scien- 
tific investigation the degree of undervaluation which prevailed 
apparently did not occur to the board. In the absence of a clear 
statutory definition of the average rate of taxation the board 
formulated a rule which was employed until 1909. This rule 
called for the division of the total local assessment, the insurance 
stock, and savings bank deposits (which were subject to specific 
taxation), into the total of local taxes plus the specific taxes on 
savings deposits and insurance stock. The result was a lower 
average rate than would have been obtained by the exclusion of 
the classes of property specifically taxed. This rule was approved 
in the subsequent tax laws and in various court decisions. In 
1908 the average rate as the board applied it to the corporate 
assessments was $1.72 per $100; excluding the property specifi- 
cally taxed, it would have been $1.98 per $100. The following 

1 Laws of New Hampshire, 1878, ch. 62. 

2 60 New Hampshire, 87. 

3 Cf. Valuation and Taxation of the State of New Hampshire, 1906, pp. 12 ff. 
This rule was enacted into law by Laws of New Hampshire, 1881, ch. 122. 

oud Dp. 23. 

5 Ibid., 1908, p. 6. Cf. Statutes of New Hampshire, ch. 64, § 1 and 60 New 
Hampshire, 87; 70 New Hampshire, 200. It was also approved in the acts provid- 
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year these classes of property were definitely excluded, and the 
new average rate rose to $2.138 per $100.! In this year also the 
board made a material advance in the railroad assessment, total- 
ling some $8,500,000. These increases were appealed and the 
data on the condition of local assessments were used by the tax 
commission in its equalization of 1912. 

The special tax commission of 1908 disagreed on the question of 
the results of corporate assessment in New Hampshire. The 
majority of this commission defended the results of the state 
board of equalization but without expressing a positive opinion 
on the percentage of full value which this board had reached.? 
The minority members made various calculations to show that 
corporate property, especially that of railroads, was very greatly 
undervalued by the state board. The total assessment of $26,- 
569,000 for 1907 was claimed to be considerably less than half of 
the true value of the railroad property of the state at that time. 

The methods used in the valuation of corporations have been a 
combination of the stock and bond valuation and the capitaliza- 
tion of earnings, modified by particular circumstances in each 
case. The chairman of the commission wrote that security values 
were regarded as very important, although all of the evidence 
that could be secured was considered.* The assessment of steam 
railroads in 1911 was $34,437,000. By 1916 this total had 
increased to $39,796,000. 

The principal problem in the adequate taxation of other public 
service corporations is that of securing greater uniformity of 
assessment through a further extension of the commission’s 
jurisdiction. The results of central assessment have been satis- 
factory, but the legal classification of companies for central and 
local assessment is anomalous. Street railway companies are 
centrally assessed, though in some cases the plant lies entirely 
within a single city. On the other hand, light, heat, and power 
ing for central assessment of express and car companies, Laws of New Hampshire, 
1907, chs. 81 and gt. 

1 Laws of New Hampshire, 1900, ch. 66. 

* Report of the New Hampshire Tax Commission, 1908, pp. 99, 121-140. 


> Personal Letter from A. O. Brown, Chairman of the New Hampshire Tax Com- 
mission, August 7, 1915. 
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companies are locally assessed, though the equipment and busi- 
ness operations of these concerns often extend throughout several 
cities and towns. The piecemeal assessment which of necessity is 
made by the local assessors in such cases is utterly inadequate. 

In its first annual report the commission announced a positive 
policy of law enforcement under its powers of supervision,? but 
the practical difficulties in the way of such a program had not 
been fully anticipated. They were stated by one member of the 
commission in his remarks at the National Tax Conference in 
1912: * 

We say to the selectmen of a town, “‘ Reassess the property.” They 
reply, “‘ We will reassess, but we will reassess at the original figures. We 


swore we had assessed at full and true value last April, and we are not going 
to swear to anything else now.” 


The speaker expressed great respect for the difficulties of proving 
the assessors guilty of “‘ willful intent,” and as long as the com- 
mission was restricted to the slow and uncertain remedy of pros- 
ecution before the courts, the authority to order reassessments 
offered but small advantage. This defect of the New Hamsphire 
law was fortunately removed in 1913 by an amendment which 
authorized the tax commission to appoint special assessors to per- 
form the reassessment, in case the local assessors refused to do it 
or in the event that the local reassessment proved unsatisfactory.‘ 
As in other states, the existence of this authority has largely 
obviated the necessity for its use, so far as the intentions of 
the assessors are concerned. The following account of the com- 
mission’s procedure indicates the relation in which the central 
administrative head stands to the local officials with respect to 
supervision of their work: ® 


. . . there has been a friendly coéperation between the local assessors and 
the members of the tax commission in efforts to make all assessments ac- 


1 A. O. Brown, loc. cit., p. 94. 

2 New Hampshire Tax Commission, Report, 1911, Second Edition, ch. 3. 

3 W. B. Fellows, “ Problems encountered in Establishing Central Supervision 
in a State under a Town Form of Government,” Proceedings of the National Tax 
Conference, 1912, Pp. 470. 

4 Laws of New Hampshire, 1913, ch. 223. 

5 W. B. Fellows, ‘‘ Taxation in New Hampshire,” zbid., 1915, pp. 177, 178. 
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cording to law. A few reassessments have been made under formal orders, 
but the most of the work is done through consultations and advice. In 
rare cases veiled threats are required, but on the whole it is found that the 
local assessors are as ready to comply with the law as are other people. 

Meetings are held with them at different places in the state. They are 
made acquainted with the statutes and decisions of the court, as well as any 
facts which have come to the attention of the commission. A constant cor- 
respondence is maintained, and two things are kept ever before them: first, 
appraisal at full and true value; second, the taxes raised must be paid, and 
the evasion of one person unjustly adds to the burden of others. 


In the same paper figures were presented to show that in 1914 
real estate had increased 52 per cent over the assessment of 1911, 
manufacturing establishments 69 per cent, and taxable intan- 
gibles 81 per cent. The total valuation of the state had increased 
55 per cent. But these attractive percentages, while suggestive of 
improvement, are far from conclusive evidence that the state was 
assessed at full value in 1914, and the gains here registered hardly 
excuse the commission from making an effort to list, or to discover, 
sequestered property. 

This conclusion will be clear from an examination of the details 
of the tax duplicate. The assessment of real estate has increased 
from $178,900,000 in 1911 to $281,900,000 in 1916, or 58.1 per 
cent. Accepting the estimate of the special commission of 1908 
to the effect that real estate was then assessed at about 75 per 
cent of full value, this increase allows for some improvement in 
the basis of valuation in the face of rising real estate values. 
Nothing definite can be said of the equality of real estate assess- 
ments as equalized by the commission in ro12, but it is clear that 
by 1916 certain inequalities had appeared. 

The results of the assessment of personal property are pre- 
sented below.! It is not possible to check these figures from 
independent sources. The census valuation of live stock in 1910 
was $11,900,000. The assessment of this class of property has 
evidently been on a fairly satisfactory basis, but as in the case of 
real estate it is impossible to speak definitely on the question of 
uniformity of assessment. 

The listing of intangibles appears to be in the condition that is 
to be expected under the uniform rule. The difficulty of securing a 


1 Cf. below, p. 554. 
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proper return of this form of property was realized long ago, 
under the regime of the state board of equalization. In 1879 the 
law requiring a sworn inventory of possessions was passed.! At 
this time about $20,000,000 of money on hand and at interest 
was returned. By 1894 the amount of moneys returned had 
fallen to about $6,000,000, and the board reported that in many of 
the cities the law requiring a return of moneys was treated as a 
dead letter. One city made absolutely no return of moneys in this 
year.? At various times the state board of equalization urged 
either more vigorous administration or else the repeal of the law 
taxing moneys at the same rate as other property. The state tax 
commission revived the law requiring a sworn inventory, and by 
1913 it seemed to be on the way to a fair increase in the amount of 
intangibles listed. This increase, which consisted almost wholly 
of moneys, could not be retained on the tax roll, and the amount 
returned has since declined without interruption. 

The explanation for this decline which the chairman offered in 
1916 was that the shrinkage at this point represented the transfer 
of holdings of money and of taxable bonds into investments in 
stocks, which had been exempted by court ruling. These ten- 
dencies have doubtless been in operation since 1912, but they do 
not furnish an altogether convincing explanation for the decline 
in the assessment of moneys. The volume of deposits in the com- 
mercial banks of the state has steadily increased and the decrease 
in the assessment of public bonds has been far less than that of 
moneys. In spite of the increase of investments in exempt securi- 
ties, the volume of moneys still in taxable form in the state has 
been on the increase. The truth is that the present administra- 
tive organization is no match for the taxpayer while the latter is 
sheltered behind the uniform rule and the taxation of intangibles 
at excessively high rates. 

The item ‘‘ moneys ” does not include interest bearing deposits 
in savings banks. Since 1864 these deposits have been exempt to 
the owners, and in lieu thereof a tax of $.75 per $100 has been 
collected from the banks.? Deducting certain exempt assets the 

1 Laws of New Hampshire, 1879, ch. 46. 


2 Valuation and Taxation in the State of New Hampshire, 1894, p. 24. 
3 Laws of New Hampshire, 1864, ch. 2873. 
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true tax rate is about $.60 on the $100. This law, in which a 
fundamental principle of tax reform is tacitly recognized, has 
operated to the satisfaction of all and has never been brought to a 
judicial test. It apparently violates the uniform rule of the con- 
stitution, but as a supreme court justice once said, it rests on 
peculiar grounds of public policy and appears to have universal 
consent as an exception to the constitutional rule. 

It is clear from this brief survey that the general property tax 
has not been rehabilitated by the present degree of state control 
over taxation in New Hampshire. It is even somewhat doubtful 
if approximate equality of assessment of property other than 
intangibles is being attained. The commission publishes so few 
data that it is not possible to test their conclusions on this point. 
But no other tax commission has found a single equalization 
sufficient to eliminate all inequalities in the local assessment. On 
the other hand, steady attention to this task, using the best 
developed methods of investigation and independent testing of 
the assessors’ work, have not entirely availed elsewhere while the 
general property tax was retained. The experience of New Hamp- 
shire makes perfectly clear the necessity of modifying this tax 
system as well as of improving the central administrative organi- 
zation at various points. The size of the state makes close local 
supervision possible, and the New Hampshire commissioners have 
been careful to maintain close relations with the local officials. In 
a certain respect the commission’s most notable achievement has 
been the degree to which it has been able to meet and overcome 
the local prejudice against administrative centralization, and 
thus to prepare the way for further administrative developments. 


3. THE Boarp oF Tax COMMISSIONERS OF RHODE ISLAND 


The tax system of Rhode Island, until a few years ago, was the 
general property tax in an unusually pure form. There was no 
semblance of central administration, and even the state equaliza- 
tion which had appeared in other New England states was lacking. 
The initiative in suggesting a change in the system of taxa- 
tion appears to have been taken by the governor, who, in his 


1 Quoted by W. B. Fellows, loc. cit., p. 182. 
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message of January 5, 1909, proposed the appointment of a special 
committee.1_ This proposal resulted in the establishment of a 
joint special committee on taxation laws in May of the same 
year, created “‘ for the purpose of taking into consideration the 
laws of the state relative to taxation ” and reporting such changes 
as might be deemed advisable.? This committee reported in 1910, 
and for the present purpose the recommendation of greatest 
interest was that for administrative centralization of the revenue 
system. It was held that this should be undertaken without 
delay because of the chaos which had followed the characteristic 
New England policy of complete freedom of local units from state 
supervision. 

The joint special committee was much influenced by the prog- 
ress of the movement for central supervision, and recommended 
the appointment of a tax commissioner who should have “ at 
least advisory, if not revisory powers over local assessments.” 
No action was taken upon the report in 1910, and the committee 
was continued until the legislative session of 1911 with instruc- 
tions to report again at that time. In its second report the com- 
mittee declared that no change of views had been experienced 
since its first report; on the other hand, its respect for state 
supervision had been enhanced by the creation, since 1909, of 
state tax commissions in three states.* 

The suggestion for central supervision apparently proved 
unpalatable to the legislature, and the subsequent history of the 
committee’s recommendation reveals the struggle that was made 
against it. This history is found in the legislative calendar.* The 
committee reported its bill providing for the appointment of a 
tax commissioner, but the committee on the judiciary moved 
indefinite postponement and the passage of a substitute measure. 
The latter was read and referred to the joint committee with 

1 Message of Governor Pothier to the General Assembly, January 5, 1909. Quoted 
in the Report of the Joint Special Committee on Taxation Laws, 1910, p. 4. 

2 Joint Resolution of the General Assembly, May 6, 1909. 

3 Report of the Joint Special Committee on Taxation Laws, 1910, pp. 16, 17. 


4 [bid., Second Report, 1911, p. 8. 
5 The record is quoted in the Special Report of the Joint Special Committee, 1911, 


D- 3. 
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instructions ‘‘ further to consider the subject, to give public 
hearings, and to report to the next General Assembly bills equit- 
ably taxing all corporations created by or doing business in this 
state.” 

By these instructions the committee was plainly requested to 
restrict its scheme for a state tax department to the supervision 
of the corporation taxes. There was here also a thinly veiled 
attempt to nullify the efforts of the committee, by requiring it to 
formulate a law taxing all corporations by the same method. 
Certain public corporations had accepted the provisions of a law 
of 1909,! by which a tax on gross earnings had been levied in lieu 
of all other taxes except such as had already been imposed, or as 
might thereafter be imposed “ generally and without discrimina- 
tion upon the property, income, rights, privileges and franchises 
of all persons and corporations.” The committee drafted a law 
taxing all corporations on their corporate excess. This appeared 
so burdensome to those companies which had accepted the law 
of 1909 that they voluntarily surrendered their rights under this 
law and opened the way for the use of two methods of taxation — 
the corporate excess of one class and the gross earnings of the 
other.” 

The teeth of the plan for central supervision of local assess- 
ments were painlessly extracted by changing a single word in the 
original bill, so as to produce the following result: * 

SECTION 4. The commissioners may visit any city or town to inspect the 
work of local assessors, and to confer with, advise and give them such infor- 
mation and request [original wording require] of them such action as will 


tend to produce uniformity in valuation and assessment throughout the 
state. 


A third report of the joint special committee, in 1912, sub- 
stituted a board of three commissioners for the single official and 
in this form the bill was passed. The governor was to appoint, 
with the consent of the senate, three commissioners for a regular 
term of six years at a salary of $3000. The “ tax act of 1912,” as 

1 General Laws of Rhode Island, 1909, ch. 216, 

* Personal Letter from Mr. Z. W. Bliss, Chairman of the Board, March 23, 1917. 


’ Cf. the wording of this section in the Second Report and the Special Report of 
the Joint Special Committee on Taxation Laws, 1911, and as passed. 
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the measure was called, made a number of important changes 
in the revenue system.! Among the more important of these were 
the application of the corporate excess method of taxation to 
manufacturing, mercantile, and miscellaneous corporations, the 
taxation of the gross receipts of public service companies, the 
levy of a flat rate of $.40 per $100 on intangibles, the taxation of 
all tangibles where found, the separate assessment of lands, 
buildings, tangible and intangible personal property, and the 
reduction of the state tax by one-half. In the local assessment an 
offset for indebtedness was allowed only against money in hand, 
in bank, or at interest and debts due from others, instead of 
against all property except real estate, as had been the former 
rule. The administrative duties of the board of tax commis- 
sioners, and the effects of these changes upon the state finances 
and the problem of equitable distribution of the tax burden, will 
be briefly considered. 

The Rhode Island law for the taxation of corporate excess 
differs from that of Massachusetts in important particulars. 
Thus, the former requires the inclusion of bonds, debentures, and 
any indebtedness incurred in the acquisition of real estate or 
tangible personalty, in calculating the total value of the corpora- 
tion; and as deductions the company may receive allowance for 
real estate and all tangible personalty taxed locally, together with 
all exempt securities or other exempt property. The corporate 
value of those corporations doing business outside the state is 
to be apportioned on the basis of the relative value of the real 
estate or of the tangible personal property, if the company’s 
profits are mainly derived from transactions in real estate, or 
from manufacturing operations involving the sale or use of tan- 
gible personalty, respectively. If the profits are realized mainly 
from the holding or sale of intangibles, the relative gross receipts 
for the state and the entire business are to be taken as the basis of 
distribution of the corporate valuation. In any cases in which 
these proportions are not equitably applicable, the commission 
is authorized to make such distribution as is equitable.” This 
gives the commission very wide discretionary powers, and the 


1 Public Laws of Rhode Island, 1912, ch. 769. 2 Thid., ch. 784. 
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chairman thinks it of doubtful constitutionality. It has been used 
but seldom, though with such beneficial results both to the state 
and to the taxpayer that the constitutional question has never 
been raised. The corporate excess is taxed at the rate of $.40 on 
the $100, and the entire receipts from this tax are paid into the 
state treasury for state purposes. In compensation for this 
increase in the state revenues, and as an allowance on account of 
the loss in municipal revenues due to the exemption of savings 
accounts by the act of 1912, the state tax rate was reduced. 

The principal task of the board in administering the tax on the 
corporate excess is the determination of the taxable excess. The 
original act required the use of the average fair cash value of the 
capital stock for the preceding three years. ‘This provision 
proved impractical because of the large number of variables over 
a three-year period, and in 1915 the board was permitted to use 
the average value for the year preceding.? The actual method of 
valuing the stocks and bonds is nowhere described in the pub- 
lished reports, but strong reliance appears to be placed upon the 
returns of the companies themselves.? Legislation since 1912 has 
broadened the scope of the returns required of the corporations, 
and while the board has the power of making an examination of 
the books of any corporation, this has never been found neces- 
sary. The board is bound by the local assessment of the real 
estate and personalty in making the deductions for these classes of 

1 Personal Letter from Mr. Z. W. Bliss, Chairman of the Board, March 23, 1917. 

* Public Laws of Rhode Island, 1915, ch. 1180. Board of Tax Commissioners, 
Report, 1916, p. 11. 

3 The following extract from a recent letter describes the board’s methods of 
corporate valuation: 

“* All corporations liable to the corporate excess tax are required to file a trial 
balance as of the 31st of December and to show the amount of dividends paid dur- 
ing the year, the gross earnings and the amount of business transacted for the same 
period. If the stocks or bonds have a well defined market value, that value is used; 
if not, the stocks and bonds are appraised by the board, and in this appraisal all of 
the elements which may reasonably be considered as affecting the values are taken 
into consideration. The law requires the full and fair cash value which sometimes 
is different from the value indicated by sales or market value. The control of a cor- 
poration may depend on the possession of a few shares and the price of these shares 
consequently be very high, or a forced sale might indicate a very low price. Such 


sales are not considered as conclusively indicating the fair cash value by the com- 
mission.” Personal Letter from Z.W. Bliss, Chairman of the Board, March 23, 1917. 
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property. The marked difference in the tax rate on corporate 
excess and those ordinarily levied on the property locally assessed 
presents a strong temptation to the corporations to secure an 
underassessment of the tangible property. Supervision of the 
local returns should be granted the board in the calculation of the 
corporate excess. 

The plan provided in 1912 for the apportionment of the value 
of companies doing business outside the state has not proved 
entirely satisfactory. The board has no objection to its operation 
as to corporations doing business wholly without the state, those 
transacting exclusively an interstate mercantile business, and 
those doing an interstate manufacturing business with plants 
located in Rhode Island. In these cases the tangible assets appear 
to form a sufficiently equitable basis for the apportionment of the 
corporate valuation. But manufacturing corporations having no 
plant in Rhode Island and doing only a mercantile business in 
that state are not adequately taxed, since the rapid turnover 
means a relatively small stock of goods on hand, especially on the 
assessment date. In one case gross receipts of $500,000 were 
earned on a daily stock in trade of not above $20,000. The board 
recommends taxation of such companies on their gross receipts in 
the state instead of upon their corporate excess.1 

The large number of domestic corporations doing no business 
whatever, or doing business wholly without the state, has led the 
board to recommend consistently that some means of taxation be 
devised, not only for revenue purposes but also as a means of 
simplifying the process of dissolution. In 1916 such a tax was 
imposed, at the rate of $2.50 for each $10,000 or fractional part 
thereof of authorized capital. This tax was also established as a 
minimum tax upon corporate excess. In the case of nonpayment 
of this tax for three years the attorney-general is to bring suit for 
dissolution in the superior court of Providence county. No great 
amount of revenue is expected from this tax, which is to serve 
principally as a check upon overcapitalization and to facilitate 
dissolution of corporations.’ 


1 Board of Tax Commissioners, Report, 1913, p. 21. 
2 Ibid., 1917, pp. 10-12. Public Laws of Rhode Island, 1916, ch. 1362. 
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The procedure for review of the board’s assessment of corporate 
excess is unsatisfactory in theory, however it may actually work in 
Rhode Island. Any corporation may appeal from the board’s 
assessment to the superior court of Providence and Bristol coun- 
ties. The court may review the assessment, approve it if found 
. correct, and make a new and binding assessment if the board’s 
result is found to be incorrect. It has been pointed out above, in 
more than one connection, that a court is in no position to pass 
accurate judgment upon the board’s findings of fact as to the 
value of the corporation, and that such a policy of judicial review 
may actually become very objectionable. 

The tax on the corporate excess of banks is also very unsatis- 
factory. The act of 1912 was amended two years later to permit 
the deduction of the securities of corporations already taxed on 
corporate excess or upon gross earnings. The natural effect of 
this amendment was greatly to reduce the amount of corporate 
excess taxable to banks without a compensating increase in their 
tax burden at another point. In 1916 the appraised value of 
bank shares in Rhode Island was $30,300,000, of which, the board 
estimated, $28,000,000 represented intangible value. The tax on 
corporate excess was $28,211, or roughly one-tenth per cent on 
the intangible value represented. But this negligible tax was not 
distributed uniformly. Instead it was collected from bank stocks 
appraised at about $15,000,000, leaving $13,000,000 of intangible 
value entirely untaxed. The board recommends repeal of this 
portion of the tax act of 1912, or amendment to secure more 
equitable taxation. 

The gross earnings tax on public service corporations has 
apparently operated satisfactorily, both from the standpoint of 
administration and of the financial returns. The results from the 
whole series of corporation taxes since 1912 may be presented 
together in the table on the following page.* 

The growing financial needs of the state have finally raised the 
question whether the experiment of 1912, of taxing the corporate 

1 Public Laws of Rhode Island, 1914, ch. 1068. 


? Board of Tax Commissioners, Report, 1917, pp. 12, 13. 
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RECEIPTS FROM THE TAXATION OF CORPORATIONS UNDER THE TAX 


ACT OF 1912 
Per cent of total 


Manufacturing, taxes on corpora- 

mercantile, Public Banks, trust _ tions to total state 
Year miscellaneous service companies, etc. revenue 
TOEDG shhh crate $534,824 $200,548 $70,878 24.80 
TOES age cic SESAOV AS 2135223 69,710 24.03 
LOLA Oe aes gay 221,057 65,584 26.15 
IQIS......-.- 535,567 225,285 355549 23.83 
TO DOs ie a O2h.0S0. 231,173 27,726 24.06 


excess of prosperous corporations at the same rate as other intan- 
gibles, can be allowed to continue. The figures just given show 
that the revenue derived from the corporation taxes has not made 
a striking increase, although it has maintained a fairly constant 
proportion of the total state income. In 1915 the governor 
requested the board to submit a report on possible increases of 
revenue, expressing the preference for new sources of income over 
increases in tax rates. The board proposed three new taxes in its 
report, published in 1916. All of these were immediately adopted. 
One of the three was the franchise and minimum tax on corporate 
excess, referred to above. Of the $96,537 assessed under this law, 
about $16,650 was paid. The second new source of revenue pro- 
posed by the board was a tax of $4.00 on each $1000 of savings 
and participation accounts in national banks.? Such a tax, col- 
lected from the banks with exemption to the depositors, had 
already been in operation against such deposits in state banks, 
trust companies, and savings institutions. In 1916 this tax 
yielded $24,025. The third and most important of the new taxes 
was an inheritance tax which brought in $134,379 in the first 
year.? The administration of this tax is in the charge of the board 
of tax commissioners and to the present no serious difficulties have 
been encountered. The provision that the tax shall be a lien on 
the property transferred renders necessary a very complete 
return of data regarding the property and for this purpose the 
board’s clerical equipment has already proved inadequate.* 
1 Includes receipts from franchise and minimum tax in 1916. 
2 Public Laws of Rhode Island, 1916, ch. 1359. 


PA hb7d 7 CON N330 
4 Board of Tax Commissioners, Report, 1917, pp. 10-21. 
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The new sources of revenue proposed by the board produced in 
1916 about 4.45 per cent of the total state revenue. Though the 
yield in the first year is hardly a fair test, it is clear that the sub- 
sequent returns cannot be sufficient to take care of the expanding 
state requirements for long. Soon the problem of additional 
sources of revenue must be faced again. The choice will probably 
lie between an increase in the direct tax on general property and 
a state income tax. In favor of the former is the well known 
attitude of the state toward the taxation of industry, an attitude 
which is seen in the moderate taxation of corporate excess; on 
the other hand, the success of modern state income taxes, and the 
recent adoption of such a tax in Massachusetts, will prove weighty 
considerations in favor of this tax. 

It has already been noted that the tax act of 1912 provided for 
a reduction of the state tax rate on general property from $.18 to 
$.09 per $100. The joint special committee favored separation of 
the sources of revenue, and even anticipated the time when the 
state tax might be dispensed with entirely.1 The strong pref- 
erence for local autonomy on the part of the country towns 
proved the decisive factor in continuing the traditional absence of 
state equalization, though the special committee on taxation did 
advocate very strongly the extension of state supervision over the 
local assessments. The lack of both equalization and supervision 
has proved a serious matter, however, as undervaluation has 
continued notwithstanding the very low rate of state tax. In 
fact, local assessments of general property in Rhode Island appear 
to be in a chaotic condition, in many ways. There is no uniform 
assessment date, and each town establishes its own date of assess- 
ment. It is quite possible for the owners of certain forms of prop- 
erty to evade the assessor altogether by transferring this property 
from one tax district to another. There is no requirement of 
regular reassessment of property and in many cases the original 
valuations stand for years, the additional revenue being provided 
by increases in the rates. Without equalization, this distribution 
of the tax burden becomes very unequal. Finally, the board of 
tax commissioners has been compelled every year to take notice: 


? Report of the Joint Special Committee on Taxation Laws, 1909, p. 23. 


TAX COMMISSIONS IN THE EASTERN STATES 541 


of the local undervaluation, discrimination, and evasion. These 
conditions prevail not only with regard to real estate and tangible 
personalty, but as well with regard to intangibles. The low rate of 
taxation imposed upon the latter has not resulted in securing 
adequate returns, under local administration, however satisfac- 
tory the results may be as compared with former conditions. The 
experience of Minnesota is being repeated here, véz., that strong 
and effective state supervision is required to make even such a 
tax successful. There is no reason to believe that local adminis- 
tration of a flat tax on intangibles will be ultimately more success- 
ful than were the locally administered state income taxes. Rhode 
Island needs, therefore, to introduce at once an adequate system 
of supervision over local assessments, and, especially if the rate of 
the state tax is to be increased as a part of the program of secur- 
ing additional state revenues, to endow the board of tax com- 
missioners with the requisite authority for the proper equalization 
of the local assessments over which this tax is to be distributed. 


4. THE COMMISSIONER OF STATE TAXES OF VERMONT ! 


The early difficulties in the decentralized administration of 
property taxes in Vermont have been referred to above.? It was 
there noted that a system of county and state equalization was 
provided in 1820 for the equalization of the triennial appraisal of 
real estate which was introduced at that time. The county board 
of equalization was composed of one lister from each town, with 
the power to adjust values among the towns. Equalization among 
the counties was performed by a state board composed of one 
assemblyman from each county. After various modifications in 
the tax system, the general property tax was introduced in 1841 ° 
but with no changes in the administrative structure which had 
already been created. While this act introduced the principle of 
the uniform rule it was peculiar in that it required all taxable 
property to be put down in the grand list for taxation at one per 

1 For further historical material, cf. F. A. Wood, History of Taxation in Vermont, 
1894; and ibid., The Finances of Vermont, 1913. 


2 Cf. above, pp. 20, 21. 
3 Laws of Vermont, 1820, ch. 23; zbid., 1841, no. 16. 
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cent of its full value. This singular provision has been retained to 
the present. It afforded the advantage in 1841 of avoiding too 
great a break with the level of valuations which had become 
familiar through the listing of various classes of property at low 
percentages of their value, but at the present it is of doubtful 
benefit. 

The composition of the state board of equalization was changed 
in 1872 by substituting one member from each county convention 
for the legislators, and by making the secretary of state ex officio 
chairman. This board equalized only the assessments of real 
estate, which were to be made thereafter quadrennially.! Ten 
years later the whole machinery of equalization was abandoned in 
connection with the introduction of a new system of corporate 
taxation.? 

This new system, which was a series of taxes on gross earnings, 
had been preceded by a number of experiments in corporate taxa- 
tion. The earliest taxation policy with respect to railroads had 
been characterized by varying degrees of exemption according to 
provisions in the charters of individual companies. In 1874 the 
real estate used in operation was made taxable locally, and in 
1880 a board of three commissioners appointed by the governor 
was provided to assess this real estate and certify the valuation to 
the local listers.2 This beginning of ad valorem taxation was 
abandoned in the tax act of 1882 for a system of taxes on gross 
earnings which was applied to railroad, insurance, guarantee, 
express, telegraph, telephone, steamboat, car, and transportation 
companies.* The office of state tax commissioner was established 
to administer these taxes. The tax commissioner was to be 
appointed for a term of two years at a salary of $1000 and neces- 
sary travelling expenses. Any allowance for clerk hire, fuel, 
lights, or rent was specifically forbidden. In 1890 the salary was 
increased to $1100 and the legislature munificently authorized 
the appointment of a clerk at a salary of $300 “‘if the business of 
the office demands it.” * The principal administrative duty of the 

1 Laws of Vermont, 1872, no. 15. 4 Tbid., 1882, no. 2. 


2 Thid., 1882, no. 1. 5 [bid., 1890, no. 3. 
3 Tbid., 1880, no. 80. 


TAX COMMISSIONS IN THE EASTERN STATES 543 


tax commissioner was to prepare and send out the blanks upon 
which the corporation officials were to make a sworn return as to 
their earnings. He was authorized to examine and correct these 
returns. 

The taxes on gross earnings were held unconstitutional in 1890,} 
as an unlawful imposition upon interstate commerce. A system of 
ad valorem taxes on corporations was therefore substituted, and 
the commissioner of taxes was required to appraise the property 
and franchises of the companies subject to this act.2 This assess- 
ment was to be taxed at seven-tenths per cent. The legislation of 
18go was clearly not meant to be taken seriously, for it contained 
provision for an alternative tax on gross earnings. The tax com- 
missioner continued to make the appraisals as required by law, 
but the option of the tax on assessed value was chosen by only 
one or two of the smaller railroad companies. Various changes 
were made in the rates levied under both systems, and in 1912 the 
gross earnings plan was abandoned for a straightforward ad 
valorem system applicable to railroad, steamboat, car, and tele- 
phone companies. The commissioner of state taxes was required 
to make the appraisal biennially on the basis of such information 
relative to the value of the property as he might be able to obtain. 
The published reports from his office contain no reference to the 
methods which have been used in making these appraisals.* It is 
significant, however, that as the result of the appeals which were 
taken by the state as well as the corporations, the aggregate rail- 
road assessment was increased in 1912 from $39,201,000 to 
$43,862,000.° The appeal board provided for the review of these 
assessments consists of the lieutenant-governor, secretary, and 
auditor of state. No appeals were taken from the appraisals of 
IQI4. 

Central assessment of bank stock was begun under an act of 
1914 by a board consisting of the treasurer, bank commissioner, 

1 63 Vermont, i. 2 Laws of Vermont, 1890, no. 3. 

3 [bid., 1912, nos. 50 and 51. 

4 The problems involved in the assessment of telephone properties are described 
by the commissioner, C. A. Plumley, in “ Valuation of Telephone Properties,” 


National Tax Bulletin, i, pp. 69-72. 
5 State Tax Commissioner of Vermont, Report, 1914, p. 65. 
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and tax commissioner.! The local assessment of bank shares had 
become very unequal through the different towns of the state 
and the shares were to no small extent undervalued. The result 
of the first appraisal by the new board was the addition of 
$844,000 to the valuation.’ 

Various duties of minor fiscal importance have been added to 
the tasks of the tax commissioner. Among these have been the 
issuance of licenses to pedlers and traders, the apportionment of 
funds in aid of county agricultural work, joint service with the 
secretary of state as commissioner of foreign corporations, and 
registrar of partnerships doing business in the state. In some 
cases, at least, there is only incidental revenue derived, and for 
the proper administration of all of these lesser duties the present 
equipment and resources of the office appear to be inadequate.* 

The mistake made in 1882 by discontinuing all provision for a 
state equalization is now generally recognized. A special report 
was made by the tax commissioner in 1902 on the subject of 
taxation in Vermont, and in this report, after a comparison of 
relative assessed values, tax rates, and quotas of state tax among 
the counties, the reéstablishment of a state board of equalization 
was recommended.‘ The special tax commission of 1908 pro- 
posed to give equalizing powers to the permanent tax commission 
which it suggested.® 

The Vermont law of 1882 is an early example of the theory 
which later became quite popular, to the effect that such super- 
vision as was exercised through the state equalization could be 
dispensed with upon the introduction of certain other changes, 
notably the separation of sources and a greater degree of respon- 
sibility upon the taxpayer for a complete return. The first of 
these, separation of the sources of state and local revenue, was 
contemplated in the new corporation taxes of 1882, but the 

1 Laws of Vermont, 1914, no. 31. 


2 State Tax Commissioner of Vermont, Report, 1916, p. 10. 

* Cf. the discussion of these duties in the Tax Commissioner’s Report for 1916, 
Pp. 7-14. 

* Commissioner of State Taxes, Special Report relating to Taxation of Corpora- 
tions and Individuals, 1902, pp. 46, 47. 

5 Report of the Commission on Taxation, State of Vermont, 1908, pp. 30, 31. 
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revenue from these and other special taxes has not entirely sufficed 
for state purposes and a direct levy has at times been made.! 
Resort to such a levy could probably have been obviated by 
heavier special taxes for state uses, but even entire elimination of 
the direct state tax would not have rendered equalization of the 
local assessments unnecessary. It is perfectly clear, however, that 
reasonable equality of assessments could not have been secured 
by a state board of equalization with the composition and 
restricted authority of the earlier Vermont board. 

The second innovation upon which reliance was placed for 
overcoming inequitable assessments was the sworn return of 
personal property. The board of equalization had never dealt 
with personalty, and by 1880 the returns of this general class of 
property had begun to display the universal tendency toward 
escape from the tax rolls. The total assessment of personal estate 
fell from $21,400,000 in 1866 to $15,000,000 in 1880.” The powers 
of inquisition and doomage which the listers had possessed had 
varied at different times, but in general this method of listing 
personal property had been employed. In 1880 listing by inquisi- 
tion was replaced by a sworn return, quite similar to that which 
has recently been introduced in Ohio. The taxpayer was to be 
furnished with a blank on which exceedingly detailed inquiries 
regarding taxable property were to be answered. These returns 
were to be sworn to before the listers, and in case of incorrect- 
ness or of failure to make returns, the latter were to assess by 
doomage and impose too per cent penalty. The special tax com- 
mission of 1908 sent out agents to examine the inventories then 
on file, and of the 113,000 inspected, only 3652 were found to be 
legal inventories. It was found also that the grand list books con- 
tained the names of thousands of individuals who had filed no 
inventory for 1907, and the commission estimated that less than 
3 per cent of the resident taxpayers had filed legal inventories for 
that year. The inventories inspected were not merely technically 
defective — many were not sworn to, others were not even signed, 


1 Wood, Taxation in Vermont, p. 93, note. 2 Tbid:, p. 60. 
3 Laws of Vermont, 1880, no. 78. The title of the act is “ An act to equalize 


Taxation.” Cf. above, p. 504. 
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and numerous other evidences of deliberate evasion or under- 
valuation were abundant. The commission estimated that the 
aggregate penalties against listers for accepting improper returns 
in 1907 would have been $20,000,000. The establishment of a 
state tax commission, with strong powers of supervision over 
local assessments, was earnestly recommended.' 

The only response, thus far, to the suggestions for a greater 
degree of central supervision has been an act of 1910 which con- 
ferred very mild supervisory powers upon the tax commissioner.” 
This act requires him to call annual meetings of the listers for the 
purpose of instructing the latter in their official duties. He is also 
to prepare printed instructions and directions, and he may inspect 
their returns. This supervision is purely advisory and while its 
exercise has proved beneficial, it cannot be regarded as sufficient 
for the needs of the case. Vermont stands in the same need of 
fundamental tax reform, both in the tax system itself and in the 
methods of administration, that many other states have found 
necessary. The special tax commission of 1908 presented a rather 
comprehensive program for the accomplishment of these ends, 
but its suggestions received scant attention. 


5. THE STATE Tax COMMISSION OF MARYLAND 3 


The act creating the tax commission of Maryland was passed in 
1914.4 It provided for a commission of three members, appointed 
by the governor for a term of six years, at a salary of $3000. The 
city of Baltimore was to add to these salaries $3000 for the chair- 
man and $2000 for the other members, as additional compensa- 
tion as employees of the municipal corporation of Baltimore.§ 
Geographical considerations were observed to the extent of re- 


1 Report of the Commission on Taxation, State of Vermont, 1908, pp. 20, 21. 

2 Laws of Vermont, 1910, No. 38. 

3H. S. Hanna, A Financial History of Maryland, 1789-1848, gives valuable 
historical material. 

4 Laws of Maryland, 1914, ch. 841. 

5 This device, which had been employed in other instances, was used for the pur- 
pose of evading the constitutional limitation on salaries paid to state officials. The 
case of Thrift v. Laird, 125 Md. 551, removed this difficulty and in 1916 the salaries 
of members of several state commissions were made payable out of the state treasury, 
Laws of Maryland, 1916, ch. 713. 
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quiring the governor to select one member from Baltimore and 
one from the counties on either side of Chesapeake Bay. 

The tax commission law is very elaborate, as was perhaps 
necessary in view of the confused tax system which existed in 
Maryland. The commission is to exercise general supervision 
over the local tax officials, in the course of which it is empowered 
to investigate any assessment on its own initiative, to formulate 
standards for the assessment of property, and to prepare all 
blanks for assessors and collectors of taxes. A continuing method 
of assessment was ordered with a complete reappraisal of prop- 
erty at least as often as once in five years. The commission’s 
supervisory powers are further strengthened by the authority to 
appoint a supervisor of assessments in each county and in Balti- 
more. These supervisors are to act as the local representatives of 
the commission, and keep in close touch with both the state and 
the local officials. Appeals to the courts from the commission’s 
rulings are allowed on questions of law only. Finally, the entire 
administration of the corporation taxes was transferred to 
the tax commission, and the office of state tax commissioner was 
abolished. 

The first point to be noted in this brief summary of the new tax 
law is the absence of clear provision for a general state equaliza- 
tion. This has been characteristic of the Maryland system, not- 
withstanding the use that has been made of a direct state tax. In 
fact, since the introduction of property taxation in Maryland, 
there has been very inadequate provision for the equalization of 
the assessments, whether for the distribution of the state or the 
local tax burdens. Property taxation first became prominent in 
Maryland during the years 1777 to 1786, and at this time, 
singularly enough, there was a completely centralized administra- 
tion of the tax. A board of ‘‘ commissioners of the tax,” or “ levy 
court,’ as they were variously called, was appointed for each 
county by state officials, and these county boards in turn 
appointed the local assessing officials. Property taxation de- 
clined after 1786, and when such taxes again reappeared as 
important sources of revenue the development of local adminis- 
tration had been completed and the tax system was thoroughly 
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decentralized.! The two centrally appointed county boards had 
merged into the board of county commissioners, a locally elected 
body which has since been prominent in the administration of 
local taxation.” 

The direct state tax has been imposed more or less continuously 
since 1812, and always upon an assessment of property made 
especially for this purpose. Unfortunately these assessments 
were not made at regular intervals, as in other states. Instead, 
the reassessment acts were passed at most irregular intervals, and 
usually only in response to extreme popular pressure.* Under 
these circumstances the political aspect of such legislation became 
of paramount importance. With no provision for state or local 
equalization of such reappraisals and with no uniform method of 
assessment in the different counties, it is readily seen that the 
equitable distribution of the state tax was impossible. Add to 
this the fact that a separate assessment was made for county and 
municipal purposes and the confusion becomes chaos. Property 
in cities was found in 1913 to be assessed for the state tax at $150 
per front foot and for city purposes at $300. The grossest in- 
equalities existed also between counties, and among individuals 
and classes of taxpayers.‘ 

In view of such conditions, the existence of which had been 
clearly recognized for a long time, the omission of provision for a 
general state assessment and equalization, upon which all taxes 
were to be levied, is difficult to understand. The reasons prob- 
ably lie in the hidden depths of state politics. Certainly the 
special tax commission of 1913 had made clear enough in its 
report the need for such action.® Furthermore, the law of 1914 
did not give the tax commission sufficiently clear and definite 
powers of supervision to compensate for the absence of equalizing 
powers. This body decided, properly enough, that the situation 

1 Cf. Hanna, op. ctt., pp. 12,13. The general property tax was introduced by 
Laws of Maryland, 1841, ch. 23. 

2 T.S. Adams, Taxation in Maryland, p. 20. 

3 Report of the Maryland Tax Commission, 1888, pp. 9, 10. 

4 Report of the Tax Commission of Maryland, 1913, p. 9. This commission did 
not, however, press for state equalization as a function of the tax commission 


which it was recommending. 
5 Tbid., pp. 56 ff. 
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demanded a general reappraisal immediately. But in the absence 
of provision for uniform machinery of assessment which the order 
of the tax commission could set in motion it was necessary to ask 
the county boards to vote funds to cover the cost of the assess- 
ment. Half of the counties refused, or took no action, and the 
proceedings halted. 

This fundamental administrative defect was treated quite 
inadequately in the first biennial report, which was signed by two 
members only. A very able separate report on the whole subject 
of state equalization was presented by the third member, Judge 
Leser of Baltimore.2 His minority recommendation for the 
establishment of a state board of equalization, by giving the tax 
commission authority to exercise this function, and the intro- 
duction of state-wide equalization for the purpose of securing 
more equitable distribution of tax burden, is the soundest pro- 
posal for administrative improvement that has yet come from 
the Maryland commission. 

Although Judge Leser’s recommendation has not yet been 
adopted, the deadlock has been broken by an act of 1916, whereby 
the commission was authorized to initiate the reassessment 
proceedings necessary for compliance with the law of 1914.8 

The confusion and defectiveness of the tax law of 1914 on the 
subject of general assessment and equalization are counter- 
balanced by relatively greater clearness and consistency on the 
subject of corporate taxation. For the one there had been no 
precedent at all in the state, and outside experience had appar- 
ently been given small consideration; for the other there had 
been ample local experience, and the existing tendencies in the 
administration of corporate taxation were carried forward, 
though with some marked changes in the details of that system. 

It is unnecessary to say more of the early system of taxing 
corporations than to note that the tendency, especially marked 
after 1840, of levying taxes on capital stock, became an important 
feature of the later corporation taxes. The assessment of these 


1 Maryland Tax Commission, Report, 1915, p. 10. 
2 Maryland Tax Commission, Separate Report by Oscar Leser, 1916. 
3 Laws of Maryland, 1916, ch. 629. 
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stocks was a local function until 1878. An act of this year, 
amended in 1880, codified the existing legislation on the subject 
and provided a state tax commissioner who was placed in general 
charge of such taxes.! He was to be appointed by the governor, 
treasurer, and comptroller, or a majority of these, for a term of 
four years at a salary of $2500. 

The provision of a state tax commissioner marked the begin- 
ning of the attempt to tax the corporate excess of Maryland cor- 
porations. The commissioner’s powers were never extensive and 
his findings were subject to review by the treasurer and comp- 
troller of state. His principal duty was the assessment, for state 
and local taxation, of all corporation stocks liable to taxation for 
such purposes. No method of assessment was established by law 
beyond the provision that the corporations subject to the meas- 
ure were to send to the tax commissioner such information con- 
cerning their respective businesses as he might require; and the 
establishment of a minimum valuation for the shares at the full 
value of the real estate and personal property.? Different deduc- 
tions, other than locally assessed value of real estate, were allowed 
in determining the assessment of the stock for state and local 
purposes. The tax commissioner was obliged to accept the cor- 
porations’ returns as to the value of their personal property, 
while a court decision of 1906 required that corporate real estate 
be assessed for municipal purposes at the same rate as for state 
purposes.? This frequently meant a rank discrimination in favor 
of the corporation as compared with the individual real estate 
owner. The absence of an adequate system of state registration 
of corporations previous to 1908 meant that many domestic com- 
panies were not taxed at all. In general, because of the defects 
of the law and the ineffective methods of administration em- 
ployed, the taxation of corporations in Maryland from 1878 to 
1915 was far from satisfactory.‘ 

1 Laws of Maryland, 1878, ch. 178; ibid., 1880, ch. 20. 

2 Tbid., 1902, ch. 468. 

% The case is cited in Maryland Tax Commission, Report, 1915, p. 270. 

* Much of the report of the special commission of 1888 is occupied with the 


question of corporation taxation. Cf. also Report of the Maryland Tax Commis- 
SiON, 1913, Pp. 265-310. 
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The special tax commission of 1913 had condemned both the 
theory and the practice of corporate excess taxation, as applied 
in Maryland, and had recommended the substitution of an assess- 
ment of the corporate assets by the proposed state tax commis- 
sion.! The general intent of this recommendation was observed 
in the corporation tax amendments of 1914, which replaced the 
state assessment of shares by a state assessment of the personal 
property, except securities, with apportionment of the assessed 
valuation according to the residence of the owners of the stock. 
The proportion represented by foreign held shares was to be as- 
signed to the locality containing the principal place of business.? 
These changes applied to “‘ Ordinary Business Corporations,” a 
new classification created by the act and composed of all corpora- 
tions except public utilities and financial companies of every 
sort. 

The first report of the Maryland tax commission contains little 
reference to the administrative problems which were here thrust 
upon it, although these were undoubtedly numerous and impor- 
tant. More attention was given to the defects of the tax law, but 
these did not pass beyond the suggestion of changes required in 
order to improve the existing measure.* The fact appears to be 
that the defects of this law for the taxation of private business 
corporations are such as will render it permanently unsatisfac- 
tory. The legislative classification is confused; some corporations 
appear to be subject to taxation under this and also under other 
tax laws. The administration of the act is weakened by leaving 
the assessment of securities in the local jurisdiction. And finally, 
though these defects were to be corrected, the principle of prop- 
erty taxation here introduced does not appear to offer the most 
certain and equitable access to corporate taxable capacity. 

The freedom from rigid constitutional limitations on the form 
of the tax system which Maryland has always enjoyed permitted 
the early introduction of an experiment in the classification of 

1 Report of the Tax Commission of Maryland, 1913, pp. 265 ff. 

2 Laws of Maryland, 1914, ch. 324. This act introduced also an annual gradu- 
ated franchise tax on the capital stock actually issued by ordinary business cor- 


porations. 
3 Maryland Tax Commission, Report, 1915, pp. 23 ff. 
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property which has been given extensive publicity. In 1896 
certain intangibles were set aside to be taxed at the rate of three 
mills on the dollar for local purposes, plus the rate of the state tax 
for state purposes.! The property thus taxed includes bonds of 
corporations, shares of stock of foreign corporations, and all cer- 
tificates of indebtedness held by residents of Maryland. This law, 
over which the state tax commissioner had general charge, was 
effectively administered only in Baltimore city and county. The 
total assessment in these districts in 1914 was $241,762,000, of 
which $191,970,000 were returned from the city of Baltimore. 
The total assessment for the state in 1914 was $253,387,000.? The 
administration of this tax was given to the new tax commission, 
and in 1915 the assessment of Baltimore city and county was 
increased by $17,891,000 and of the remainder of the state by 
$13,640,000. While the resuits in Baltimore have often been 
cited as a demonstration of the advantage of the low flat rate, 
there is good reason for believing that even these figures represent 
only a fraction of the total of such property held in the state. In 
1908 the Advisory Commission on Taxation of Baltimore re- 
ported that eight corporations returned 35.7 per cent of the total, 
ro11 trust companies returned 18.3 per cent, and 2281 individuals 
returned 46 per cent. This commission concluded that these 
figures could mean only that a very large number of persons were 
successfully evading even this low tax rate. And if this condition 
existed in Baltimore with its efficient assessment organization, in 
how much greater degree must it have been true of the remainder 
of the state ?* The experience of Minnesota clearly shows the 
need of strong and alert central administration of the low flat rate 
tax on intangibles if such degree of taxation is to be reasonably 
successful.‘ 

1 Laws of Maryland, 1806, ch. 120. 

? The total varies according to the state or local assessment. In 1o15 the state 
assessment was less by $63,880,000, on account of differences in the return from 
Baltimore city and Cecil county. Maryland Tax Commission, Report, 1915, 
pp. 88, 89. 


° Report of the Advisory Committee on Taxation and Revenue, 1907, p. 146. 
4 Cf. above, pp. 420, 421. 
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No significant opportunities have yet arisen for the exercise of 
the supervisory powers conferred upon the Maryland tax com- 
mission. Some of the defects of the new law on this point have 
already been noted. The most valuable improvement, perhaps, 
was the provision for a county supervisor of assessments to be 
appointed by the tax commission. He is to have no power of 
original assessment, but he may object to the action of local 
assessors in any new assessment, any abatement, or any failure to 
make correction in the rolls, by taking an appeal to the tax com- 
mission. Considering all of the circumstances, and especially the 
fact that the commission is required to appoint the supervisor 
from a list submitted by the county commissioners, the work of 
these assistants has been satisfactory; but there is much room 
for improvement as the machinery and point of view of central 
administration become more familiar throughout the state. The 
commission’s principal contribution thus far has been that of 
familiarizing the people with the new method of administration. 
The legislation of 1914 was revolutionary for Maryland in many 
respects, and had been preceded by so little of educational prop- 
aganda, that the attainment of a high degree of effectiveness and 
leadership in tax administration must necessarily be a work of 
time. Progress toward both of these ends has undoubtedly been 
made since the commission was created, and it should continue as 
this body perfects, through experience, the law it was created to 
administer.! 

1 The first biennial report, though very poorly organized and quite inadequate 


in its treatment of certain subjects, contains numerous suggestions for the further 
amendment of the law or its administrative features. 
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APPENDIX TO CHAPTER XVI 


TABLE I. — ANALYSIS OF THE ASSESSMENTS OF PERSONAL PROPERTY IN 
New HAMPSHIRE, I9II-16 (MILLIONS OF DOLLARS) 


YEAR IgII Ig12 1913 1914 IQIS 1916 
I. Tangibles 

Divemtock sperma tpt icc ee 9.2 11.6 12.4 12.5 12.3 
Vehicles tea cbyceotie sciscreae 2.1 3-3 3.9 4.5 Se 
Stockumitrade*s- 244-0 20.7 32.0 32.9 33-4 B35 
Mills, factories, machinery..| 26.1 44.2 44.3 44.5 48.3 
Other tangibles........... 22 34 6.4 6.5 5-9 
Total tangibles....... 60.3 94.8 99-9 | 101.4 | 105.1 

II. Intangibles 
Money xe ewe etre oueierce 3.4 15.0 8.9 Q.2 8.7 
Public bonds corporation...| 1.9 3.6 3.4 yn 3.0 
Stock, including banks..... 3.6 3.4 3:3 3-3 B35 
SDOtal ia scie sss eee |e arOrO 22.0 15.6 15.6 15.0 
Granditotaleee eee 69.2 TIO.G0 [el ES. Sele OE 7M er Ose 


Note: The schedule of items has not been uniform. The item above, “‘ other tangibles,” con- 
tains a varying list of classes of property. The only corporation stock listed after t9r4 has been 
national bank stock. The figures for 1912 have not been available to the writer. 


TABLE I]. — ASSESSMENT OF REAL ESTATE AND CORPORATE PROPERTY 
IN NEW HAMPSHIRE IQ1I-16 (MILLIONS OF DOLLARS) 


YEAR IQII 1912 1913 I9l4 IQIs 1916 

INCASE 3.5 go oSocen0 ecacnl Ae 205.05 271A) 277-20 e2OreO 
Rallroadst ne eee ee eee 3 4e4 48.1 37.8 38.8 39.8 
Strectirallwavsie se ake tea 255 3.1 gta Teese 3 
Telephone companies........} 1.9 353 3.6 3.9 4.1 4.4 
Telegraph Se ana atnt sen aii +2 .2 32 32 .2 
Express . ie 23 ES G 4 23 4 
Car SR Set SOR 07 4 4 3 43 ae 
Total corporations. ..... 38.07 55-9 45.9 46.8 48.3 


Nore: The statistics published by the New Hampshire Tax Commission are not entirely clear, 
at least to the outsider. The assessed valuation of railroads is given in two places, and in the earlier 
reports, especially ro11, these figures did not agree. The lesser amount is given above, as being 
more in harmony with subsequent figures. 


CHAPTER XVII 


STATE TAX COMMISSIONS IN THE SOUTHERN STATES 


THE STATE TAX COMMISSION OF ALABAMA ! 


THE centralizing movement in tax administration appeared in 
Alabama in 1885 with the creation of a state board of assessment 
for certain classes of corporations.? State assessment of corpora- 
tions was followed by central control over local assessments, in 
1897, and in recent years there has been some tendency to increase 
the effectiveness of the latter though these efforts have been 
obstructed by a fitful and inconsistent legislative policy. State 
equalization, which has usually been the first stage of administra- 
tive centralization, did not appear until 1915, although the con- 
dition of assessments would have warranted its introduction 
much earlier. 

The state board of assessors was composed of the governor, 
auditor, secretary, and treasurer of state, with the attorney- 
general as an advisory member authorized to cast the deciding 
vote in the event of tie. This board was required to value the 
operating property of railroads, telegraph, and telephone com- 
panies, using for this purpose the average market value of the 
stocks and bonds during the preceding twelve months, together 
with the corporate statements as to the amounts invested in the 
properties, and the information returned by these companies to 
the railroad commission for rate-making purposes.’ The results 
of corporate assessment by the state board of assessors have not 


1 By the Laws of Alabama, 1915, No. 464, the state tax commission was replaced 
by a state board of equalization. This board was given somewhat greater powers 
than the tax commission had enjoyed but there was little break in the continuity 
of central tax administration. The account which follows is confined to the work 
of the state tax commission, with a summary of the new law. Cf. below, p. 561. 

2 Laws of Alabama, 1885, No. 2. 

3 Revenue Code of Alabama, 1908, p. 53. 
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been available to the writer and no judgment can be passed upon 
them. 

The second stage of administrative centralization began in 
1897, with the establishment of the office of state tax commis- 
sioner.! The new official was given supervision over the county 
tax commissioners who were also provided by the act. This 
administrative machinery was designed especially to check the 
enormous evasion of taxes, the county tax commissioners being in 
reality back tax investigators and collectors who were paid a 
percentage of the taxes recovered. They might ferret out seques- 
tered property and list it for five years’ back taxes, or they could 
advance the assessment of any property after the close of the 
regular assessment season. Their jurisdiction extended also to 
delinquent license taxes. The state tax commissioner was 
authorized to appoint, with the consent of the governor, a county 
tax commissioner in each county; but the power of removal was 
vested in the governor to be exercised at his discretion. The state 
tax commissioner and his appointees in the various counties were 
in reality state agents or detectives for the better collection of 
taxes rather than administrative officials actually supervising the 
work of local assessment; they were gleaners rather than reapers 
of the harvest. In fact, the state tax commissioner had no super- 
visory authority over the original assessment of property under 
the act of 1897. 

The opportunity for a greater measure of state supervision over 
local assessments was opened in 1907 by a law which substituted 
for the state tax commissioner a commission of three members, 
appointed by the governor for four years, at a salary of $3000 for 
the chairman and $2400 for each of the associate. members.? 
Upon this body was conferred general supervision over the whole 
tax system, including the drastic recourse of ordering reassess- 
ments. This supervisory control was considerably strengthened, 
in theory, by the provision that the valuations of the commission 
in reassessment proceedings could not be lowered later except with 
the commission’s consent, as long as the property remained in 
substantially the same condition. The practical value of this 


1 Laws of Alabama, 1897, No. 204. 2 [bid., 1907, No. 337. 
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check against competitive undervaluation was greatly diminished 
by various forces which operated against the exercise, by the 
commission, of the right of reassessment. 

The supervision of local assessments included visits to the 
counties for the purpose of instructing the assessors and inspect- 
ing their work and the direction of all litigation for the enforce- 
ment of tax laws. In recent years almost every county was 
visited, and a written report made upon the condition of affairs. 
Synopses of these reports were published annually after 1912, and 
they reflect the difficulties to which any advisory supervision is 
exposed. In many cases the investigator reported that the 
assessor seemed competent and that his books were in good con- 
dition; but in numerous other counties it was reported that tax 
matters were “‘ managed very irregularly and not according to 
law in many respects... .”’. In Covington county in 1912 the 
work of the assessor was badly behind — “ this was a political 
year.’’ In Henry county the assessor refused to codperate with 
the commission’s agent unless the increases were made through 
the county tax commissioner. Jackson county was reported in 
bad shape and no efforts or persuasion could influence the taxing 
officials to make an increase in values, though they admitted that 
property would stand an increase. These conditions were found 
to prevail in a surprising number of instances. In general, it was 
found that the county tax commissioners were more of a hindrance 
than a help. 

The results of the commission’s efforts, in so far as they were 
reflected in the assessment of property, may be presented here: 


ASSESSED VALUATION OF REAL ESTATE, 1909-14! (MILLIONS) 


Year Lands and improvements Lots Total 
TOOOM a a roe serra rae PLATE $132.6 $285.5 
TOM Ig aoc erg vee 10240 158.3 320.9 
IRE at, WORE NATO OOO OU eRe | 177.9 35763 
LOLA ae ee anne kOe 190.5 387.7 


During this period the aggregate valuation was increased, 
roughly speaking, by about $100,000,000, nearly three-fifths of 
which was made upon city lots. In 1911 the standard of assess- 


1 From the reports of the Commission. 
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ment was changed from roo per cent to 60 per cent of full value, 
but the aggregate assessment of real estate has continued to 
advance notwithstanding this reduction of the legal standard.* 

The returns of personal property do not permit a satisfactory 
classification of the tangible property, and no attempt will be 
made to compare this class with the intangible property. The 
real test of the efficiency of the tax system is to be found in the 
results of the assessment of the latter and the figures for this class 
will be given: 


ASSESSED VALUATION OF INTANGIBLE PROPERTY IN ALABAMA, 1909-14? 


(MILLIONS) 
Class 1909 IQIo IQII Igr2 1913 IOI4 
Money on hand or on deposit....| $1.9 | $2.1 | $2.0 | $1.2 | $0.958 | $0.893 
Credits ccc tee eel: 2:0 2.5 3.0 2.8 3.8 19.1 
Bankisharesy aera eee era 7n ee ee | wetoea a wean 14.9 TS 
Shares of corp’ns except banks...} 8.8 8.4 6.5 7.8 | 10.9 13.7 
Maxableibonds ata eee een arenes 23 rip 2 236 205 
Motals's: Wace atone. > | 2023 8/9 2052") 20-OnVE2GOmmngore: 49.6 


These figures require little comment. The result occasions no sur- 
prise for it simply adds another link to the long chain of evidence 
that has been forged about the general property tax as applied to 
intangible property. The presence in most of the counties of a 
“ tax ferret,” for the county tax commissioner was virtually such, 
was not sufficient to prevent stagnation of the assessment of 
intangibles. The case of bonds is amusing. The total seems 
ridiculously small even in 1911, but in this year the abnormal 
increase was due to the return of over $800,000 from one county. 
No bonds had been returned from this county in 1910 and the 
amount listed in r912 dropped to $8000. On the other hand, 
among the items of tangible property which do not consist of 
unrelated totals, the universal tendency toward relative over- 
assessment of farm animals and unproductive consumers’ goods 
1 Laws of Alabama, 1911, No. 216. 


? From the annual reports of the tax commission. 
3 Alabama Tax Commission, Report, 1912, p. 116. 
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has been in operation. Goods, wares, and merchandise have been 
decreasing. The significant increase of credits in 1914 was due to 
the sudden resolve on the part of the tax commission to enforce 
the law at this point. A decision of 1906 had nullified the law of 
that day providing for the taxation of credits.1 The commis- 
sion awakened in 1914 to the fact that the tax law had been 
changed. Its validity was established in test cases, and the com- 
mission proceeded to make a considerable increase in the assess- 
ment of this class of property. The proper return was estimated 
at about $50,000,000 annually, and it was hoped that this figure 
would be reached in a few years.? This effort will not be made 
for credits were exempted in 1915.3 

The personal property figures do not, however, present the 
supervisory activity of the Alabama tax commission in its most 
favorable aspect. It was able to secure, year by year, substantial 
increase in the total volume of assessments, in part through the 
exercise of its right of reassessment, but for the greater portion 
through the work of the county tax commissioners. The former 
state tax commissioner had added only a few thousands of dollars 
each year in this way, but after 1907 the tax commission regularly 
added from $10,000,000 to more than $20,000,000 annually. The 
amounts varied widely at different times with some tendency 
toward a decline in recent years. The principal cause for this 
fluctuation was probably the varying responsiveness of the county 
tax commissioners to the appeals and suggestions of the tax com- 
mission. Though these officials were appointed by the tax com- 
mission they were not always loyal supporters of its policies; and 
state supervision of local assessments really consisted of a 
struggle, or better, a game between the taxpayer, aided and 
abetted by the local assessor and the county tax commissioner, 
and the state tax commission. Revision of the local assessment 
roll might be undertaken by the county tax commissioner, who 
was privileged to add the back taxes for five years and to increase 
the valuation of underassessed property. The tax commission 
might also revise local assessments by conducting reassessments 


1 Alabama Tax Commission, Report, 1914, p. 8. 
2 Tbid., 1914, pp. 7-9: 3 Laws of Alabama, 1915, No. 58. 
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either through the county tax commissioners or through its own 
special agents. 

These peculiarities of the Alabama system made it exceedingly 
difficult to hold up the standards of the local assessors. The prac- 
tice of paying the county tax commissioner a percentage of the 
taxes recovered gave that official a decided preference for under- 
valuation and evasion in the original assessments. The tax com- 
mission was unable to overcome this attitude of the county 
officers because of the control of these officials by the governor, 
who might remove them at will. On the other hand, the com- 
mission’s efforts to conduct reassessments through its own special 
agents were blocked by those who were interested in allowing the 
county tax commissioners to glean the assessors’ harvest.! The 
governor’s power over the whole administrative machinery was 
made absolute in 1911 by an amendment authorizing him to 
remove any or all of the members of the tax commission at any 
time without cause.? This opposition of interests has prevented 
the Alabama commission from achieving results in local super- 
vision commensurate with its powers of supervisory direction. In 
Igio it proposed the transfer of the control over the county tax 
commissioners into its own hands, but the bill was defeated and 
the penalty for this piece of temerity was the jeopardizing of the 
commission’s position by the amendment of 1o1t. 

Effective tax administration has been hindered in Alabama by 
this division of authority over the assessment process, a policy 
which was introduced as well into the assessment of corporations. 
The first step in this direction was the retention of the state board 
of assessors for the assessment of corporations, after the creation 
of the tax commission. The transfer of this function to the tax 
commission would have been more logical, and in better accord 
with the modern practice; * but since this was not done, logic as 
well as efficiency demanded that the whole assessment of cor- 
porations be centralized with one state board. Instead of pur- 
suing the logical course, however, the Alabama legislature copied 

1 Interview with W. R. Lloyd, Secretary to the Commission, September, 1911. 


2 Laws of Alabama, 1911, No. 216. 
5 The Commission recommended this in 1914, Report, p. 11. 
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the Texas law for the taxation of franchises and intangible assets 
of public service companies.! The tax applied also to some classes 
of corporations that were not assessed by the board of assessors; 
but in so far as the same corporations were subject to the state 
assessment and to the franchise tax, a most absurd anomaly 
arose. The intangible assets law provided that the tax commis- 
sion should take the total market value of the stocks and 
bonds as the true cash value of the property, tangible and intan- 
gible; and the taxable value of the franchise and intangible prop- 
erty was to be the difference between the valuation of the entire 
property as determined by the tax commission and the assessed 
valuation of the tangible property as fixed by the board of asses- 
sors. But the chief criterion of the value of the tangible property 
was also to be the market value of the stocks and bonds, as this 
was ascertained by the latter board.? In other words, the tax 
commission was expected to deduct the valuation of the tangible 
property of the railroads, as obtained from the market value of 
the stocks and bonds, from the total value of all railroad prop- 
erty, also obtained from the market value of the stocks and bonds, 
and obtain a residue which should be called the value of the 
franchise and intangible assets. 

The most significant recent extension of the Alabama com- 
mission’s activities was the establishment of a branch office at 
Birmingham. This office was designed primarily for the collec- 
tion of data relative to mines and mineral resources, which are 
still taxable locally. The work of mapping, listing, and classifying 
these resources was begun although no such systematic and com- 
prehensive survey was undertaken as those of Minnesota and 
Michigan. The Birmingham office rendered valuable aid in other 
ways, especially in its pioneer attempts at statistical TES and 
interpretation of the state’s financial condition.’ 

The act of 1915 changes the title of the state tax board to 
“State Board of Equalization,” which, it provides, shall consist 
of three persons known to be possessed of skill and knowledge in 

1 Laws of Alabama, 1907, No. 284. 


2 Code of Alabama, 1907, i, § 2141. 
3 Alabama Tax Commission, Report, 1914, pp. 47-57, with diagrams. 
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matters pertaining to taxation. These members are to be 
appointed by the governor for a term of six years, at a salary of 
$3000. They are to exercise general supervision over the tax 
system, to equalize by comparing the county totals and ordering 
the county boards to reéqualize in accordance with percentages 
fixed by the state board, to assess the tangible property and the 
intangible assets of all public utilities. The pernicious provision 
from the Georgia statute relating to arbitration ? was introduced 
by authorizing the county boards to demand an arbitration in 
case they were displeased with the state board’s decision. The 
arbitrators may not extend their session beyond five days, and 
must reach a decision in twenty days. This rule makes it possible 
for the local boards to block every progressive action taken by the 
central board, and it is highly unfortunate that such a practice 
was made possible. It is a very incongruous feature of a tax law 
purporting to improve the administration of the revenue system. 


THe STATE TAx BOARD OF TEXaAs ? 


Centralized tax administration has made but little progress in 
Texas and such development as has occurred has been piecemeal 
and fragmentary. The constitution of 1876 contained a new 
article which authorized the legislature to provide for the equali- 
zation of assessed valuations.* No general equalization board was 
ever established under this provision, but in 1879 the machinery 
of county equalization was set up.® For unorganized counties this 
task was to be performed by the governor, attorney-general, and 
secretary of state. 

The local undervaluation and evasion which had compelled 
the establishment of these boards were not checked by them. 
Throughout the history of the state, the use of a direct state tax 
has led to local competitive undervaluation and evasion. As in 
several other states, the administration of the school fund has 
distinctly encouraged these demoralizing practices. In 1914 the 


1 Laws of Alabama, 1915, No. 464. 2 Cf. below, p. 583. 

® Cf. E. T. Miller, A Financial History of Texas, for valuable historical material. 
* Constitution of Texas, 1876, Article 8, § 18. Cf. Miller, op. cit., p. 210. 

5 Laws of Texas, 1879, ch. 47. 
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school funds available for local distribution included about 
$3,000,000 of interest from invested funds and income from 
leased lands, and about $5,000,000 from taxes. But in this year 
seventy-five counties did not receive a single dollar of the income 
from the permanent school fund of the state, because their school 
taxes exceeded their total allotment from both sources of revenue 
for school purposes.! The tax commissioner has several times sub- 
mitted data to show that this condition is a result of the lack of a 
proper state equalization, and he has recommended a state board 
of equalization and a state tax commission with proper powers of 
correction and supervision.? As yet no attention has been paid to 
these suggestions. 

After the establishment of county equalization in 1879, the 
only other administrative change until the creation of the state 
tax board in 1905 was the introduction of the office of state 
revenue agent in 1891. This office was established for the pur- 
pose of “‘ securing a better enforcement of the revenue laws of the 
state,’ but in actual fact the state revenue agent has given his 
attention principally to the enforcement of certain taxes on 
business, notably the occupation taxes. 

The special tax commission which reported in 1899 had pro- 
posed the taxation of the intangible assets of certain classes of 
corporations, but because of its belief that a state board for the 
purpose would be unconstitutional it recommended the exceed- 
ingly clumsy device of a stock and bond valuation by the various 
county assessors.* Just how this method would have resulted in 
more uniform railroad assessments the authors of the scheme 
failed to demonstrate. The local assessment of corporate excess 
was plainly absurd, and in 1905 a state tax board was established 
for this purpose.> This board was composed of the comptroller 
and the secretary of state, and a state tax commissioner, the 
latter being appointed by the governor for a term of two years at 
a salary of $2000. The ex officio members have been the same 

1 State Tax Commissioner of Texas, Report, 1914, pp. 46-51, 95-98. 
2 Thid., 1912, p. 13; tbid., 1914, pp. 51, $2. 
3 Laws of Texas, 1891, ch. 69. Cf. Miller, of. cit., p. 266. 


4 Report of the Tax Commission of Texas, 1899, pp. 47, 175, 176. 
5 Laws of Texas, 1905, ch. 146. 
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sort of useless adjunct in Texas that they have proved to be else- 
where. In 1914 the tax commissioner stated that the other two 
members had been crowded for sufficient time even to examine the 
data which he had collected for the assessment of corporate 
excess: 

The new method of reaching corporate taxable capacity was 
applied at the outset to practically every sort of public utility 
company, and it was made an alternative tax with the taxes on 
gross receipts which these companies had been paying. The cor- 
porations were virtually given an option, and practically all of 
them except the railroads chose the tax on gross receipts. Be- 
cause of this fact and the difficulty of determining the intangible 
value of many of the corporations originally subjected to this 
law, an amendment of 1907 withdrew the tax on intangible assets 
from all corporations but the railroads, ferry, bridge, turnpike, 
and toll companies.? 

The act of 1905 apparently favored the stock and bond valua- 
tion as a means of ascertaining the total value of the corporation, 
but the board was left free to adopt any other method which 
might be regarded as superior to that suggested in the statute. 
The statutory suggestions have been followed, however, and the 
blanks used by the board in collecting the data call only for such 
information as would be required for a stock and bond valuation, 
together with the facts necessary for apportioning the assess- 
ments among the counties. The suggestion was advanced very 
briefly and rather indirectly, in 1916, that net earnings have been 
regarded as a significant, though not the only factor, in the assess- 
ment of the intangible assets. The decline in railroad net earn- 
ings in Texas since the war began, and especially of those with 
Houston, Galveston, or Mexico as objective points, has been 
reflected in the reduced assessments.* 

Under the circumstances, the stock and bond valuation is per- 
haps the most serviceable method that could be used by the Texas 
board. As compared with other methods of valuation, the respon- 


1 State Tax Commissioner of Texas, Report, 1914, p. 52. 
2 Laws of Texas, 1907, ch. 171. 
’ State Tax Commissioner of Texas, Report, 1916, pp. 15-17. 
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sibility of the administrative officers is reduced to the minimum 
in using this method. Especially is this true when, as is the case 
in Texas, chief reliance must be placed upon the returns of the 
corporations themselves concerning the market values of stocks 
and bonds. The appropriations for the tax board have been too 
small to permit any extensive compilation of data upon which to 
form an independent estimate of the value of corporate securities, 
if such a check were desired. 

This system of taxing the corporate excess differs in impor- 
tant respects from that employed in several other states. The 
chief point of difference, perhaps, is in the method of deter- 
mining the amount of excess, or of intangible assets. The 
usual practice is to deduct from the total valuation, as ascer- 
tained by a state official, the locally assessed valuation of certain 
classes of property. In Texas the state tax board determines 
both the total valuation and the value of the tangible prop- 
erty which is to be deducted therefrom in the process of calculat- 
ing the intangible excess. Judging from the blank forms used by 
the Texas board, the only data available in the determination of 
the value of the tangible property are the locally assessed valua- 
tions and the companies’ estimates of true value. The proximity 
of the board’s appropriation to the vanishing point prevents any 
other collection of material, and its final results are necessarily in 
the nature of a compromise between these returns from two inde- 
pendent sources. The board is apparently not bound to deduct 
simply the assessed value of tangible property from the total 
valuation, and to the extent that it can be influenced to accept 
a higher valuation than that of the local assessors the corpora- 
tions are benefited, since the intangible assets are distributed 
locally on the basis of mileage in the case of railroads, and on the 
basis of receipts in the case of the other corporations. The cor- 
porations are therefore under the temptation of overvaluing the 
physical property in their returns and their efforts in this direc- 
tion appear to have been somewhat rewarded.! 

Considerable variations have occurred between the valuation 
of the tangible property of the railroads by the railroad com- 


1 State Tax Commissioner of Texas, Report, 1908, p. 18. 
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mission for rate-making purposes and the state tax board for 
purposes of taxation. There is no necessity of agreement between 
these two valuations, as the generally accepted principle now 
appears to be that any valuation is meaningless except for specific 
purposes. While the figures of the two boards are not strictly 
comparable because of differences in the mileage included and 
some differences in the amount of property considered, yet the 
results seem to indicate that the tax board has used a somewhat 
higher basis of valuation. In 1908 the latter’s valuation of the 
tangible property exceeded that of the railroad commission by 
$27,297,873.) 

The results of the introduction of the new method of taxation 
may best be seen from the railroad assessments. In 1906 the 
total valuation of railroad property, tangible and intangible, was 
$131,753,766, or an average value of $10,418 per mile. In 1907 
this total was advanced to $280,584,110, or $20,924 per mile. In 
1916 the total value of the railroads was put at $481,621,875, of 
which $156,367,966 was assessed as intangible values. The high 
point in the assessment of intangible assets was reached in 1910, 
with a total of $174,847,000. The diminishing margin of earnings 
since that time is reflected in the decline in values.? 

At one point the Texas statute appears to give the board a 
limited supervisory authority over local assessments. Section 
four of the act of 1905 provides, among other things, that the 
board shall have authority to examine books, papers, and 
accounts, and to interrogate witnesses under oath “ for the pur- 
pose of obtaining or acquiring any and all information that may 
in any manner aid in securing a compliance with any tax law or 
revenue law of this state. . . .” 

Whatever the intent of this provision, it has been practically a 
dead letter because of the lack of funds. The tax commissioner 
has compiled certain data from the state records concerning the 
stock and bond values of the local public utilities and submitted 
them to the local assessors. There has been, of course, no power 
to compel consideration of such material. The exceedingly 


1 State Tax Commissioner of Texas, Report, 1908, p. 10. 
? Cf. the figures published in the various annual Reports. 
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limited scope of the board’s authority is seen from the treatment 
of its first certifications of intangible assets. Out of the aggregate 
assessments of such assets in 1906 amounting to $161,237,000, 
only $31,499,000 were extended upon the tax rolls by the local 
assessors.! This difficulty was met by the amendment of 1907 
which required the local officials to extend upon the tax rolls 
without change the valuations as certified to them by the state 
board. 

This amendment introduced another difficulty, however, which 
throws the inadequate corrective and supervisory powers of the 
Texas tax board into quite as strong relief as before. The intan- 
gible assets were listed at approximately full value while the 
property locally assessed was heavily undervalued. In the first 
case brought to test the equity of this practice the court sustained 
it and denied relief to the appellants.?, The principal ground for 
this decision was that intangible assets have no situs in any county 
and are not therefore to be considered in applying the constitu- 
tional rule that all property must be assessed in the county 
where situated. It is easy to see that such a rule might cause 
embarrassment if applied to the intangibles owned by individuals. 
The court was inclined also to insist upon that most baseless of 
fictions, the assumption that the local officials had obeyed the law 
and assessed all property in their jurisdictions at full value. In 
subsequent cases judicial cognizance was taken of the local under- 
valuation of property; and while intangible assets were held not 
to have a situs in any county, the equalization of the assessment 
of such assets to the same basis of full value as that used for other 
property was admitted to be a proper, and under the circum- 
stances the most feasible, interpretation of the constitutional 
tule of uniform taxation.’ 

In rendering this verdict, so in accord with sound principles, 
there appeared to be no realization of the administrative diffi- 

1 State Tax Commissioner of Texas, Report, 1908, p. 5. 

2 Missouri Kansas and Texas Railway Company vy. O. K. Shannon, et. al., 100 
Texas, 379. 

3 Lively v. Missouri Kansas and Texas Railway Company, 102 Texas, 549; Mis- 


souri Kansas and Texas Railway Company v. Kone, 122 S. W. Rep. 424; Missouri 
Kansas and Texas Railway Company v. Hassell, 57 Texas Civil Appeals, 522. 
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culties which its proper enforcement would involve. In all of the 
cases brought to test the question, certain percentages of true 
value were freely referred to, as if they were common knowledge 
and perfectly well established. Thus, Dallas county was said to 
be assessed at 663 per cent, Grayson county at 75 per cent. But 
those who have had most to do with the task of equalization 
know best that the true percentage of full value which the assessor 
has used is not ascertained so easily, and that as a rule about the 
most worthless testimony on the subject is that of the assessor 
himself. The court has really saddled the state tax board with a 
duty for the adequate performance of which it is wholly unpre- 
pared. It can be properly performed only by bringing the whole 
tax system under such degree of uniform central administration 
as will permit of an equitable equalization or adjustment of the 
common tax burden upon the whole group of taxpayers, corporate 
and individual. 

The tax commissioner has frequently recommended such an 
extension of the administrative organization of the Texas tax 
system. The legislature has not only ignored these recommenda- 
tions; it has been exceedingly niggardly with the present tax 
board and has been unwilling to vote a sufficient sum to insure 
the proper performance of such duties as this board has been 
required to perform. The tax commissioner has paid the expense 
of a visit to a few counties from a small contingent fund, and 
expressed the belief that a proper compliance with this provision 
from section four (quoted above) would result in the addition of 
millions of valuation to the duplicate of the state. This appeal 
was disregarded, and in 1912 the commissioner reported that no 
money was available to pay express charges upon copies of the 
laws of other states, notwithstanding the requirement that he 
study the tax systems of other states and recommend changes in 
the Texas laws.! For the years 1909-11, inclusive, no annual 
reports were published because of insufficient funds. The extreme 
depths of penuriousness have been sounded in the matter of 
office equipment, as the following description of his plight by the 
tax commissioner in 1908 shows: ? 


1 Texas Tax Commissioner, Report, 1912, p. 18. 2 Thid., 1908, p. 26. 
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When the present Tax Commissioner assumed the chairmanship of the 
State Tax Board he found a department of the State government which 
was clothed with far-reaching authority but absolutely unequipped for the 
discharge of its duties. A discarded office desk was borrowed from the Attor- 
ney-general, an old typewriter and unused type-writer’s desk was kindly fur- 
nished by the Secretary of State, chairs were secured from the Superintendent 
of Buildings and Ground under promise to return them when called for, one 
filing case was generously loaned by the Chief Executive of the State while 
another was constructed out of pine boards at the expense of the Tax Com- 
missioner and an adding machine was placed at the disposal of the Board 
by a kindly disposed San Antonio firm. With these equipments the State 
Tax Board proceeded with its duties, and in 1908 added to the State and 
county available revenues more than a million and a half dollars. 


There has been no change in this closefisted policy. In 1914 the 
tax commissioner visited three counties and spent $45.45 in 
travelling expenses. The total appropriation, in addition to 
salary, for 1914 was $1972.! 


THE STATE TAx COMMISSION OF NorRTH CAROLINA 


The first phase of central tax administration to receive atten- 
tion in North Carolina was that of corporate taxation. The 
earliest special method of taxing corporations in this state had 
been by means of excise or license taxes on gross earnings.” The 
administration of these taxes was usually entrusted to the state 
treasurer, to whom were made the returns upon which the tax 
was calculated and by whom the tax was collected. The taxes on 
gross earnings were abandoned in 1889 for an ad valorem system, 
and a state board of railroad commissioners was created to make 
the valuation of corporate property. Practically all of the public 
utility corporations were included under this act. A decade later 
the board of railroad commissioners was replaced by a state 
corporation commission, to which the function of corporate 
assessment also passed.* 

Central assessment of corporations was followed, in 1901, by 
the introduction of central supervision of the local assessments. 

1 Texas Tax Commissioner, Report, 1914, p. 57- 

2 E. g., Laws of North Carolina, 1876-77, ch. 156. 

3 Tbid., 1889, ch. 218. 


4 Ibid., 1899, ch. 164. The members of the corporation commission are elected 
for a six-year term by popular vote. 
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The corporation commission was designated a state board of tax 
commissioners, and its members were each allowed $500 addi- 
tional salary for performing the duties of the second office.t The 
tax commission was to exercise general supervision over the tax 
system by advising and instructing assessors, by hearing com- 
plaints, by visiting the counties, and correcting the tax lists. In 
its discretion it might order a general review of the tax rolls. No 
further provision for equalization was made at this time; but in 
1907 a state board of equalization was established, consisting of 
the elective state officers.2 This board was to equalize the 
quadrennial assessment of real estate, but it was not authorized 
to reduce the local aggregate nor could it order more than a 10 
per cent increase in that total. This unwise division of the tax 
administrative forces was corrected in 1911 by transferring the 
function of state equalization to the state tax commission.® 
The explanation for this administrative development is to be 

found in the defective operation of that basic feature of the North 
Carolina tax system, the general property tax. While it has per-. 
haps been true that in general the southern states did not develop 
the property tax as early or in the same degree as did many 
northern states, yet in North Carolina the general property tax 
has been for many years of steadily increasing fiscal importance. 
By the end of the nineteenth century, over two-thirds of the state 
revenue, more than one-half of the school funds, and the larger 
part of county and municipal receipts were derived from this 
source.‘ Naturally, with a system of locally administered prop- 
erty taxes, the defects characteristic of such a system might be 
expected to appear. All of the available evidence indicates this 
result. In its first report the commission advocated separation of 
the sources of revenue in order to encourage more complete listing 
by reducing the rates on property.® After five years of supervision 
it made the following admission in 1906: ® 

1 Laws of North Carolina, 1901, ch. 7. 

{PL 01d 2 LOO 7MCUN ZO, 

3 [bid., 1911, ch. 50. 

‘ G. E. Barnett, Taxation in North Carolina, p. 88. 


° Tax Commission of North Carolina, Report, 1902, pp. 11-14. 
§ Tbid., 1906, p. vi. 
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We believe that there is more equal assessment of property and that less 
property escaped taxation than heretofore; still it must be confessed that 
there is still great inequality in assessments in different counties and even 
in different townships of the same county. 


The published reports of the tax commission, practically the 
only source of information available to the writer, contain very 
little material that would enlighten the outsider regarding either 
the commission’s methods or its results in the performance of its 
various duties. Such information as these reports contain, 
however, may be briefly summarized. 

The problem of equalization was very frankly avoided in ror11 
for lack of sufficient funds to make an adequate independent 
review of the assessors’ results. Upon the situation in this year 
the commission commented as follows: } 

With no more data than is furnished us under the present statute we 
have not felt that we could enter upon the difficult duty of equalization 
between the counties with any confidence of making improvements sub- 


stantial enough to justify the changes, or arriving at an equalization the 
justice of which would be satisfactory to ourselves. 


Continuing, the commission urged a sufficient appropriation to 
enable it to collect data of sales and other evidence that would 
reveal with some accuracy the true value of lands in the different 
counties. With proper facilities for making a fair and equitable 
equalization, one of the obstacles to a higher level of valuation 
would be removed. The commission holds that competitive 
undervaluation is still practiced in self-protection, but that the 
average taxpayer would prefer the defense and protection afforded 
by an efficient state equalization of assessments. 

Four years later more vigorous action was taken in response to 
popular demand, but with no greatly increased facilities for com- 
piling accurate data by means of which the assessors’ work could 
be tested. Increases of 5 per cent to 30 per cent were ordered in 
seventy-six counties, twenty other counties were left unchanged, 
and one reduction of 5 per cent was made. These orders resulted 
in a net increase of $32,118,000. Numerous county boards were 
reconvened, and a large number of appeals were heard. In the 


1 Tax Commission of North Carolina, Report, 1912, p. v. 
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consideration of these appeals the commission made use of a small 
amount of data on values, especially in the counties from which 
the appeals were brought, but no systematic compilations of 
material were undertaken.! In general the equalization of 1915 
promoted equality of real estate assessments, but the commission 
felt that no great gain had been made in the basis of valuation. 
The principal standard which was followed in determining the 
amount of increase to be made was that which would yield suffi- 
cient state revenue to meet the legislative appropriations. The 
assembly had anticipated an increase of 10 per cent while the 
assessors averaged 6.6 per cent. The commission’s aim in equali- 
zation, therefore, was greater equality of burden with provision 
for moderate increase of public revenue.” 

The commission’s supervisory activity has been confined to the 
preparation of a pamphlet of instructions, some visits to the coun- 
ties, and the adjustment of a limited number of appeals, brought 
chiefly in connection with the revaluation of real estate. The 
results of this work have been small. It is doubtful if real estate 
assessments have increased as rapidly as real values. For example 
in 1900 the total assessment upon 27,515,000 acres of land was 
$115,736,000. The acreage of land as returned by the twelfth 
census was 22,749,000 upon which, exclusive of buildings, the 
census enumerators placed a valuation of $141,955,000. The 
assessors’ lists included lands not devoted to agriculture, with the 
improvements thereon. The two sets of figures are only roughly 
comparable, therefore, but when it is recalled that the local 
assessment in 1900 was wholly unsupervised, the discrepancy 
between the two valuations does not appear excessive. In 1910 
the assessors and the census enumerators returned valuations for 
lands of $178,780,000 and $343,164,000, respectively. If it may 
be assumed in rg10 also that the bulk of the local assessment was 
upon farm lands, it is clear that the actual values of this class of 
property have risen much more rapidly than the assessed valua- 
tions during a decade in which the tax commission was nominally 
exercising supervision over the local assessment. The local 


1 Tax Commission of North Carolina, Report, 1915, pp. xii-xv. 
2 [bid., p. vi. 
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assessors in 1900, without supervision, attained more nearly the 
full value of farm lands than they were able to do in 1010, after 
ten years of state oversight. 

A similar conclusion must be drawn from a consideration of the 
personal property returns.! The census valuation of domestic 
animals on farms increased from $28,500,000 in 1900 to $60,- 
050,000 in 1910; the assessors returned in 1900, $19,100,000, or 
67 per cent of the census valuation, and in 1910, $42,300,000, 
representing 70 per cent of the census figures. In both cases the 
assessed valuation included all animals not on farms as well. Ten 
years of central supervision had scarcely increased the effective- 
ness of the live stock assessment. Relatively, most classes of 
tangibles have shown satisfactory rates of increase, but no inde- 
pendent tests can be made of the basis of assessment in the case 
of the other groups. Because of the general tendency elsewhere 
to assess live stock on as high a basis of valuation as other tan- 
gibles, it seems unlikely that in North Carolina a better standard 
of performance had been reached in assessing other tangibles 
than in the case of live stock. 

The assessment of intangibles has been unsatisfactory for the 
most part also. The one exception has been a quite surprising 
return of credits, which has exceeded the assessment of live stock 
throughout the period. This disparity, occurring in a state that 
is still so predominantly agricultural in interest as is North Caro- 
lina, suggests the degree of evasion that must be occurring in 
many states possessing greater resources and a larger accumu- 
lation of wealth than exists in North Carolina. 

From this brief survey of the North Carolina commission’s 
results it appears that its administration of the tax laws has been 
lacking in vigor and effectiveness. The reasons for this weakness 
are not far to seek — they are to be found in part in the composi- 
tion of the tax commission itself and in part in the defects of the 
tax law. 

In the first place, it was unfortunate that the duties of a state 
tax commission were imposed upon a board already charged with 
important duties and responsibilities. The additional salary 


1 Cf. below, p. 592. 


574 THE STATE TAX COMMISSION 


allowance fairly measures the relative outlay of energy by the 
commissioners upon the tax duties as well as the state’s return 
upon its investment in a tax commission. Adequate supervision 
of the revenue system in any state demands the undivided atten- 
tion and energy of those in charge, and compliance with this con- 
dition must be the first step to be taken in North Carolina, if 
better results are to be achieved than have been obtained thus far. 
Such a reform has recently been urged by a close student of the 
tax system of the state and his indictment of the administrative 
system may be quoted: ! 


The thing we need in North Carolina, along with an amendment to our 
constitution, is a thorough-going revision of our machinery of assessment. 
The corporation commission has since 1901 served as a state tax commis- 
sion and for a time also as a state bank commission. Its work as a corpora- 
tion commission has, I think, been comparatively successful, and also as a 
bank commission; and this is all one can reasonably ask of it. Its task as 
a state tax commission has not been performed with any important success. 
The fact is clear that under it many kinds of inefficiency and injustice have 
continued from year to year. There has been practically no county equali- 
zation of assessment, and no equalization between the counties — the 
specific duty of the state corporation commission acting as a state board of 
equalization. The state corporation commission has had for the most part 
no control over the actual list-taking and assessing. The county commis- 
sioners have most of the time controlled this work; they have appointed, 
oftentimes without care in selection, the assessor for the township; they 
have offered him the insignificant pay of $2.00 to $3.00 a day for only a few 
days in the year. 


The defects of the tax law would probably hinder a much more 
vigorous tax commission from accomplishing significant results. 
Leaving aside the fundamental defect of the uniform rule, which 
could not be remedied without a constitutional amendment, the 
tax commission has been greatly handicapped by numerous 
deficiencies in the tax law, among which the following have been 
the more prominent. 

First of all has been the inconsistency between the full value 
provision and the practice of establishing abnormally high tax 
levies. The tax rates are voted biennially before the assessments 
are made; they are, in consequence, rates high enough to produce 


1 C. L. Raper, ‘‘ Our Taxation Problem,” reprinted from the South Atlantic 
Quarterly, April, 1913, p. 15. 
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the anticipated revenue on the old basis of valuation. The tax- 
payer wisely objects to putting his head in such a noose. The 
commission has urged for years a policy of tax rate limitation 
which would make possible a reasonably effective campaign for 
higher valuations. Under the circumstances such a tax limit as 
that contained in the original Ohio act, which the commission 
favors, would probably be the wisest beginning of tax reform 
legislation. 

Next to full value assessment, the most important agency of 
equitable assessment is an effective system of equalization. It 
has been seen that the state equalization is of necessity quite 
ineffective. There is no township equalization, and the county 
board, consisting of the county commissioners and the county 
assessor, 

. meets mostly as a matter of form, has nothing before it but the re- 
turns of the assessors, except that a few alert citizens may appear to make 
complaint of assessments. They remain in session a few hours, change half 


a dozen or more individual assessments, accept the returns as filed and go 
home; such an equalization amounts to nothing.! 


The introduction of township equalization, with full publicity of 
assessments and ample opportunity for each taxpayer to scruti- 
nize the township assessment roll, is a fundamental requisite to 
satisfactory local assessments. It cannot be supposed that the 
system of choosing the assessors in North Carolina is a suffi- 
ciently adequate safeguard against undervaluation and evasion 
to sanction omission of the local equalization.? The district 
assessor is appointed by the county commissioners or by the 
aldermen of cities. He is not so directly responsible to his con- 
stituents as when elected by those whom he assesses, but the type 
of official chosen under this system is no higher than in those 
states which use the elective principle. 

Other details which would greatly promote equitable assess- 
ments are the separation of lands and improvements, with 
provision for land maps in each district, the extension of the 
commission’s power to include the ordering of reassessments and 


1 Tax Commission of North Carolina, Report, 1914, p. ix. 
2 Barnett, op. cit., p. 90. 
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removal of negligent or incompetent local assessors, and a read- 
justment of the time schedule to permit more time for appeals 
and review of assessments. The correction of all of these points 
of weakness, which in reality would constitute a fairly comprehen- 
sive program of tax legislation, would enable the North Carolina 
tax commission to secure as effective results as now appear to be 
possible under the general property tax. 


THE STATE TAX COMMISSION OF FLORIDA 


Taxation problems in Florida reached an acute stage during the 
trying years in which the losses and ravages of the Civil War were 
being repaired and the disorderly and inefficient government that 
emerged after the return of peace was being reconstructed on a 
more stable basis. Governor Reed proposed a state board of 
equalization and state-appointed assessors in 1869.2? The board 
of equalization was established in 1871 but its actions aroused 
such violent opposition that the board was presently abolished.* 
No further administrative development occurred until 1887, in 
which year a state railroad assessment board was provided.‘ 

The dissatisfaction with the tax system did not find further 
formal expression after the close of the Reconstruction Period 
until a few years ago. In 1911, upon the urgent recommendation 
of the governor, a special commission was provided for with 
instructions to report such changes as in its judgment were 
required to correct the existing inequalities and evasions in the 
assessment of property. The character of the commission’s rec- 
ommendations was predetermined by the personnel of the com- 
mission, for the controlling member was at the time one of the 


1 Cf. W. V. Brown, “The Asheville Board of Trade’s Plan for the General 
Property Tax,’’ Proceedings of the National Tax Conference, 1916, pp. 347-361. 
This plan would limit the revenue from the property tax to that secured from a 
low rate levied upon such valuation as the administrative forces could uncover. In 
case more revenue were needed, other sources must be developed. What these 
sources are, how reliable they would prove and whether the modern government’s 
requirements could be financed in that way, are not discussed. 

2 W. W. Davis, The Civil War and Reconstruction in Florida, pp. 674, 675. 

3 Laws of Florida, 1871, ch. 1841. 

4 Tbid., 1887, ch. 3681. 
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strong local advocates of a system of tax reform then more popu- 
lar than at present. This was the separation of the sources of 
revenue, and the commission’s report advocates separation as 
the principal remedy for the undervaluation and evasion then 
so alarmingly prevalent. So whole-heartedly did the commission 
give its support to this idea that few administrative reforms 
were suggested. It was stated, for example, in apparent good 
faith, that were separation adopted, no necessity of state-wide 
equalization would occur.! 

The special commission’s report was apparently of little in- 
fluence either in affecting subsequent legislation or in arousing 
public opinion upon the subject of taxation. The legislature of 
1913 established a state tax commission of three members, to be 
appointed by the governor for a term of four years at a salary of 
$3000. The appointees were to be persons known to possess 
knowledge of taxation and skill in matters pertaining thereto. 
But the law establishing the commission in itself furnishes evi- 
dence of the undeveloped thought on the subject of taxation in 
Florida, a condition which the special tax commission did little 
to dispel. This law failed absolutely to centralize and integrate 
properly the state tax administrative structure. The tax com- 
mission has certain advisory powers only; no state equalization 
was provided for, and the ex officio state board of assessors was 
left in charge of the assessment of corporations. 

These omissions will prove to be a very serious handicap to the 
Florida tax commission. The thesis has been advanced above 
that supervision of the local assessments has been the distinctive 
function of the state tax commission. This is true, historically, 
but it does not mean that a commission which exercises only this 
function would be a very useful institution for the administration 
of the ordinary state tax system of the present time. Supervision 
comes at the end of the period of administrative development, 
and for its greatest effectiveness the supervisory head must 
possess control over the other important functions of equaliza- 
tion and corporate assessment. Even the supervisory authority 


1 Report of the Tax Commission of Florida, 1912, pp. 14-17. 
2 Laws of Florida, 1913, ch. 6500. 
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conveyed in the Florida act of 1913 is relatively weak, for the 
commission has no power to order reassessments, to remove local 
assessors, or even to receive and pass upon appeals from individual 
taxpayers. 

With these limitations, the Florida tax commission has been 
able to accomplish but little, and much of this small achievement 
is necessarily of an intangible character. It has found expression 
chiefly through the agreements of the assessors, reluctantly 
entered into, to adopt a uniform basis of assessment at 50 per 
cent of full value. The law ordains an assessment at full value; 
but in Florida, as elsewhere, a greatly depreciated basis of assess- 
ment had long been accepted without question in tax levies and 
in other matters. One of the first acts of the new commission was 
an investigation into assessed values which revealed the grossest 
inequalities among individuals and assessment districts. A con- 
vention of assessors was called but these officials refused at first to 
adopt any uniform basis of assessment. The commission then 
issued instructions in 1914 for an assessment at full value, and the 
discussion evoked by this order apparently clarified the at- 
mosphere for the assessors. A second conference, called before 
the assessment of 1914, voted to adopt a 50 per cent basis. The 
members of the commission visited the counties during this 
assessment period, and the conclusion is expressed that many 
classes of property are now assessed more uniformly than was the 
case in 1913.! To the extent that the commission is successful in 
securing such uniformity in the original assessment, every purpose 
of a state equalization is served. But in 1914 and again in 1916 
numerous instances were found of failure to comply with the 
instructions given, and the commission’s corrective and coercive 
powers were insufficient to obtain the necessary changes.” 

It is unnecessary to support the conclusion as to the defective 
character of the Florida tax commission act by extended statisti- 
cal evidence, but it will be of interest to notice some of the prac- 
tices which the commission has been unable to correct with its 
present powers. 


1 Florida Tax Commission, Report, 1914, pp. 12-14. 
2 [bid., 1914, p. 24; ibid., 1916, pp. 25, 26. 
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The first example is taken from the figures on live stock assess- 
ment. The following figures present a comparison of the returns 
of the state census of live stock as of July 1, 1915 and the assess- 
ments of live stock in 1915 and 1916: 


NUMBER AND TOTAL VALUATION oF LIVE STOCK AS RETURNED BY THE STATE 
Crnsus OF JULY I, 1915, AND IN THE ASSESSMENTS OF IQI5 AND 19161 


Horses, | Sheep and | Swine and Total Total 
asses and co does Cattle number value all 
mules animals 
State census, 1915....... 100,687 150,238 982,066 1,014,916 | 2,248,807 | $20,779,842 
Assessment of 19I5...... 92,175 77,026 192,645 422,048 763,804 7,425,081 


Assessment of 1916...... 70,088 79,050 210,285 551,724 QI1,147 7,217,145 


These figures indicate the sore need of additional powers of 
supervision and correction of the local returns. Live stock is one 
of the most easily assessed classes of property, and the escape of 
so large a proportion of this property is evidence of neglect of 
duty, or plain disregard of the assessors’ agreements and the com- 
mission’s instructions. Notwithstanding the increase in the num- 
bers of cattle and sheep listed in 1916 the aggregate assessed 
valuation was less than in 1915. 

A second illustration of the same sort is found in the assess- 
ment of banks. The commission advised the assessors to take as 
the assessed value of banks the total of capital, surplus, and 
undivided profits, less real estate locally assessed. The 50 per 
cent basis was to be used in listing this valuation. In 1915 the 
average assessment was at 41.8 per cent and in 1916 at 37.1 per 
cent. About 60 per cent of the banks were listed on a 40 per cent 
to 50 per cent basis, while the other 40 per cent were assessed on a 
25 per cent to 30 per cent basis. In individual instances the 
figures ranged as low as 15.4 per cent, and 24.8 per cent for 
county averages. In 1915 the banks of one county obtained 
reductions from the county board which gave them an assessment 
at 10 per cent of the proper amount.” Another instance was the 

1 Florida Tax Commission, Report, 1916, pp. 164, 192. The grouping is that 
used in the report. There is nothing to indicate the relative proportion of hogs and 


dogs and hence no way of knowing which the assessors omitted. 
2 Ibid., pp. 86, 87. 
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reduction of the Flagler estate, probated at $32,000,000 and 
assessed at $16,000,000, to $5,000,000. This estate had previously 
been assessed at $75,000.1 

All of these instances are cases of flagrant tax dodging, often 
accomplished with the connivance or consent of the local equaliz- 
ing board. The tax commission is powerless to prevent such 
practices without greater control over the entire tax system than 
it now possesses. 

Perhaps the commission’s most useful service, to the present, 
has been the educational campaign which it has conducted. This 
pioneer work is proceeding slowly, and as yet the concrete recom- 
mendations for more power have failed of passage in the legisla- 
ture. Meantime the conferences of assessors, the contact of the 
commissioners with officials and taxpayers, wise publicity of the 
tax situation in the state and of the administrative developments 
elsewhere, and the general discussion which has been provoked, 
are all forces which have been at work preparing the way for a 
larger sphere of usefulness. 


Tue STATE TAx COMMISSIONER OF GEORGIA 


The first step toward centralization of tax administration in 
Georgia, the state assessment of corporations, was taken in 1874 
in requiring the comptroller general to assess certain corporations.” 
No further significant administrative developments occurred 
until 1913, in which year the office of state tax commissioner was 
established.’ This official was to be appointed by the governor, 
with the approval of the senate, for six years at an annual salary 
of $2500. The title of the office is misleading for the act in ques- 
tion did not give the tax commissioner the general supervisory 
authority over the tax system which has come to be associated 
with this title. Instead, the Georgia tax commissioner is really an 
equalization commissioner, and his principal duty is the equaliza- 
tion of local assessments. He possesses no supervisory powers of 
the sort now generally exercised by state tax commissions.‘ 

! Florida Tax Commission, Report, 1916, pp. 84-86. 


2 Laws of Georgia, 1874, No. 104. 3 [bid., 1913, Act, No. 102. 
4 Cf. the outline of the administrative system in 12th Census, Wealth, Debt, and 
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The act of 1913 introduced also the machinery of county equal- 
ization. The county commissioners are to appoint a county board 
of tax assessors for a six-year term. These county boards are to 
review the assessment lists, to add omitted property, and “ see 
that all taxable property within the county is assessed and re- 
turned at its just valuation, and that valuations are fairly and 
justly equalized so that each taxpayer shall pay as nearly as may 
be only his proportionate share of taxes.” The sessions of the 
county boards for this purpose are limited to two months, after 
which the assessment lists are submitted to the tax commissioner 
for examination and approval. The latter compares the tax 
digests of the several counties, and authority is given to perform 
a state equalization among the counties by raising or lowering the 
valuation of any class of property in any county. 

Three brief annual reports have been published to date by the 
Georgia tax commissioner. From these reports it appears that 
certain benefits have followed the introduction of even so slight a 
degree of central administration as was provided by the act of 
1913. But it is equally clear that a further advance must be 
made if the constitutional ideal of uniformity in taxation is to 
be realized. That is to say, the provision of county and state 
equalization in Georgia has been made in response to the pressure 
of the same forces the operation of which in other states has been 
described; ! but state equalization alone will not solve the prob- 
lem of equitable tax administration, although some advantage is 
certain to follow its provision in the states which had before 
lacked such rudimentary administrative centralization. Some of 
the gains which have been made in Georgia will be briefly noticed. 

The first result was an increase in the total state duplicate 
from $867,973,000 in 1913 to $953,542,000 in 1914, or nearly to 
per cent. This increase in taxable values made possible a reduc- 
tion of the state tax rate from five to four and one-half mills, and 
an aggregate saving to taxpayers of about $500,000. Tn the course 
of equalization the tax commissioner made a considerable number 


Taxation, p. 681. This outline explains the somewhat different use of terms in 
Georgia. 
1 Schmeckebier, Taxation in Georgia, especially pp. 225-237. 
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of changes in the local returns and it may be presumed that these 
furthered the equitable distribution of the tax burden. 

The direct effect of this saving to taxpayers was to put the 
whole state in a more receptive mood toward central tax adminis- 
tration. The tax commissioner has been occupied with a cam- 
paign of educational work, conducted to no small extent from the 
stump, in preparing the way for further development of his 
department. The growth of state expenditures and the slow 
increase of the tax duplicate since 1913 have necessitated a sub- 
sequent advance of the state tax rate to five mills, but the earlier 
experience has been an excellent object lesson.1 

On the other hand, the experience of other states indicates very 
clearly the points of weakness in the Georgia plan. In the first 
place, it has been proved absolutely that equalization alone does 
not suffice. Equalization was unquestionably necessary in 
Georgia, but it was only a part of the whole problem, and even 
this part is but imperfectly exercised today. The act of 1913 
empowered the tax commissioner to equalize among classes of 
property in the different counties, but with no greater facilities 
than could be provided out of a total expenditure, including 
the commissioner’s salary, of less than $5000, it is not to be 
expected that the data requisite to an adequate equalization 
could be compiled. Remarks in the report for 1915 show that 
the tax commissioner has really passed this problem on to the 
local boards. His action in equalization is consequently of small 
significance. In 1916 changes were ordered in ten counties, but 
in nine of these counties the advance was made on “ improved 
lands,” and in the other case the “‘ wild lands ”’ were increased. 
In addition, bank stock was increased in three counties and 
merchandise in two counties. The practice of reposing confidence 
in the results of the local equalization is not confined to Georgia; 
but in this instance there is less probability than usual that an 
adequate local equalization will be made. 

A further obstruction to efficient administration is the peculiar 
provision of the Georgia system for the procedure in appeals 
against either the local or the state equalization. Any taxpayer 


1 State Tax Commissioner of Georgia, Report, 1915, p. 3. 
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who feels dissatisfied with the action of the county board in 
equalizing local assessments may demand an arbitration, and he 
is allowed to name his arbitrator.! The board names its arbitra- 
tor and the two choose a third. The majority action of this 
arbitration board is final, except as affected by the action of the 
tax commissioner. Likewise, any board of county assessors may 
challenge the decisions of the tax commissioner and force a 
similar farcical settlement of the dispute. The county arbitration 
board must consist of freeholders of the county while the repre- 
sentative of the tax commissioner and the third arbitrator in any 
appeal against the state official’s decision must not be citizens or 
property owners of the county affected. The appeal of questions 
of fact from a qualified administrative board to a court is bad 
enough, but infinitely to be preferred to the submission of such 
matters to a board composed of two strong partisans and a third 
member whose qualifications and impartiality are entirely 
unknown factors. 

The further defects in the Georgia law may be seen from an 
examination of the details of the tax duplicate since 1913. Refer- 
ence to these figures shows that almost no further increase in the 
total assessment has been made since 1914.2 The tax commis- 
sioner explains this by reference to the shrinkage in values 
since the outbreak of the war.’ Southern agriculture did suffer 
from the break in the cotton market, but this explanation is 
hardly sufficient. There has been not only a fairly complete 
recovery from the early agricultural paralysis; industry and 
general business have experienced a stimulus that has gone far 
toward offsetting such temporary depression as was at first 
prevalent. The shrinkages in values are always more prompt in 
disappearing than the increases are in getting upon the tax list. 


1 Laws of Georgia, 1913, Act, No. 102, §§ 6, 14. Provision for an arbitration of 
such differences is a very old feature of the Georgia law. It is found at least as far 
back as 1858, Laws, No. 104, and it probably is much older than this date. Since 
it has been so long in operation, the people may have become accustomed to it, 
but this does not render it the less anomalous in the modern centralized adminis- 
trative system. Texas had a similar provision in operation from 1873 to 1876, 
Miller, op. cit., p. 210. 

2 Cf. below, p. 592. * State Tax Commissioner of Georgia, Report, 1916, p. 5. 
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It will be seen from the table below that the principal sources 
of the initial increases in the duplicate were lands and corpora- 
tions. The latter are still subject to assessment by the comp- 
troller general. The assessed valuation of real estate, especially 
city lots, has continued to rise slowly. The aggregate acreage of 
improved lands was increased by 736,000 acres in 1914, and 
200,000 acres have since been added to the tax rolls. Some part 
of this increase appears to have been due to a reclassification, but 
the escape of such quantities of land is indicative of the loose 
methods of local assessment. 

The returns of personal property, both tangibles and intan- 
gibles, show an increase in the first year. Moderate as the gain 
was, it could not be held, and at various points the process of 
withdrawal from the tax rolls has been uninterrupted. 

These figures indicate clearly the need of two fundamental 
reforms in the Georgia tax system. The first of these is the aban- 
donment of the uniform rule. Universal experience compels the 
conclusion that an adequate listing of intangibles, to be taxed at 
ordinary tax rates, is impossible and should not be attempted. 
The second conclusion is that a stronger degree of control over 
the local assessment is necessary. The remarkable industrial 
expansion which the southern states are enjoying should not find 
them hampered with unsound tax systems and inadequate tax 
administrative structures. 


THE STATE TAX COMMISSION OF SOUTH CAROLINA 


The act for the establishment of a state tax commission in 
South Carolina, passed in 1915,! is perhaps the most comprehen- 
sive of its kind yet adopted by any southern state. This act 
creates a tax commission of three members, to be appointed by 
the governor for a term of six years. The chairman is to give his 
entire time to the work, and is to receive a salary of $2500. The 
two associate members receive a compensation of $5.00 per day, 
and necessary expenses for the time actually spent in the service 
of the state. This plan of organizing the commission may prove 
a weakness, for it has usually been true that the full time of three 


1 Laws of South Carolina, 1915, No. 99. 
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members has been required in the proper exercise of all of the 
powers and duties devolving upon the commission. In South 
Carolina these duties embrace the state equalization, the assess- 
ment of certain classes of corporations, and general supervision of 
the tax system. The former state board of equalization and the 
state board of assessors were discontinued, and their general 
powers and privileges were transferred to the new tax com- 
mission. The supervisory authority includes the right to hear 
appeals from taxpayers, and to order the reassessment of prop- 
erty in any district on its own motion, as well as the lesser but 
distinctly valuable phases of supervision, such as the prescrip- 
tion of blanks, calling of witnesses, visiting the counties, and 
securing the prosecution of delinquent officials before the proper 
courts. 

The South Carolina tax commission has not yet been in exist- 
ence long enough to render its experience of much value to any 
one but its own members. Some of the difficulties which have 
been encountered thus far will be briefly noticed as they may shed 
light upon the typical tax administrative problems that are yet 
to be worked out in many southern states. 

There has been no opportunity up to the present to deal with 
the problem of real estate assessment, as the last quadrennial 
assessment occurred in 1914. The commission has been making 
certain studies, however, in anticipation of the reassessment in 
1918, and with a view to obtaining some basis for the equaliza- 
tion of other property. The most disturbing discovery thus far 
made is the serious disorder in the local assessment of real estate 
due to the antiquated land survey and the absence of tax maps. 
No survey of the state has been made since 1825, and the present 
township and school district lines are not shown. No estimate has 
been made of the total quantity of land and buildings that have 
not been listed for taxation; but surveys of certain blocks in 
Charleston have shown that from one-half to two-thirds of the 
land, and about one-half of the buildings, have regularly escaped 
assessment entirely! The tax commission has made urgent 
recommendations for a new survey of the state, and the provision 


1 South Carolina Tax Commission, Report, 1915, pp. 22-26. 
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of tax maps for every tax district. There can be little doubt that 
the expenses incurred would soon be recovered from the additions 
to the real estate duplicate. 

The commission’s brief investigations of the present condition 
of general property assessments have revealed the further fact of 
the existence of very wide differences in the basis of valuation 
used in different counties. In some cases the county boards have 
adopted exceedingly diverse schedules of minimum values per 
acre for land; in other cases percentages of full value were 
adopted, but with little assurance that they would be observed. 
Horses and mules were assessed in 1915 at county averages rang- 
ing from $28.70 to $86.48 per head. Little effort has been made 
thus far by the commission to correct these inequalities through 
equalization.! The principal excuses for this reluctance appear to 
be, first, the feeling that this is the task of the local boards of 
equalization; and second, the unwillingness to increase the tax 
duplicate materially while the tax levies remain established at the 
customary levels. The law requires an assessment and equaliza- 
tion at full value, and the commission has evidently taken the 
position that any effort at equalization of the local assessments 
necessarily involves marked advances in the aggregate. Neglect 
of this function is less embarrassing than open violation of law by 
equalization on any percentage basis, and probably no more 
unjust than the extravagance that would follow the levy of the 
customary tax rates upon higher assessed valuations. 

A further reason for the comparative inattention paid to the 
local assessments is found in the greater emphasis which the com- 
mission has placed upon the tasks of corporate assessment and 
equalization. The act of 1913 made no changes in the system of 
corporate taxation except to require the tax commission to equal- 
ize the assessments of banks as returned by the county auditors. 
The practice has been to ascertain as accurately as possible the 
average percentage of full value at which the banks, textile mills, 
and other classes of property required to be equalized by it have 
been assessed over the state, and then adjust the individual 
assessments on this basis. The principal difficulty that has been 


1 South Carolina Tax Commission, Report, 1916, p. 7. 
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encountered has been the opposition of the corporations them- 
selves. The banks brought heavy pressure upon the commission 
to prevent modification of the returns which they had made to 
the county auditors. Various corporations directly assessed by 
the tax commission have brought suits to prevent collection of the 
taxes, and at the end of 1916 the total amount of taxes involved 
in these suits was $248,000.! 

It is the practice, in a large number of the states having tax 
commissions, to constitute these bodies a board of appeal and 
revision, to pass upon their own assessments. In a few cases the 
appeals for revision of assessment go to the courts of justice. In 
Georgia such appeals are submitted to arbitration. The South 
Carolina act of 1913 established a tax board of review, to which 
appeals from the action or the findings of the tax commission 
might be taken. This board is to consist of a chairman and six 
other members, the latter being chosen from the respective con- 
gressional districts by the governor with the consent of the senate. 
There are no qualifications required by the act itself, and the 
distinctly political character of this board is seen in the provision 
that while the chairman is appointed for a four-year term, the six 
members are to retire from office with the governor who appointed 
them, providing that their successors are duly qualified at this 
time. No governor-elect is to be deprived of the opportunity to 
hand out offices to worthy supporters, by any such consideration 
as the public service. 

This unique provision for review of the tax commission’s actions 
presents dangerous possibilities. The law requires the chairman 
of the board of review to familiarize himself with the tax law and 
with the practice of the tax commission; but this is a very frail 
safeguard against the ignorance of these subjects on the part of 
the other members. In the first two years the board sustained the 
commission in almost all of the appeals brought; ? but special 
interests are very skillful in finding the joints in such armor as 
would be worn by appointees of this type. One of the appeals for 

1 South Carolina Tax Commission, Report, 1916, p. 18. 


2 The South Carolina Tax Board of Review, Report, 1916. Published with the 
Report of the Tax Commission, pp. 120-131. 


588 THE STATE TAX COMMISSION 


reduction of assessment which was sustained was that of a hold- 
ing company. The tax commission had held that the law 
required taxation of this corporation as a separate legal entity, 
without regard to the character of its possessions; but the board 
of review assumed the responsibility of mitigating the rigors of 
double taxation in this case. 

The South Carolina commission is not made responsible in any 
way for the administration of the state income tax. The data on 
this subject published in its reports make possible an interesting 
comparison of the results of local administration of state income 
taxes with those of central administration of such taxes, as in 
Wisconsin and Massachusetts. No tax was received from four 
counties in 1916, while in eight others the total tax collected was 
less than $100 in each case. The total income tax receipts for the 
state in 1916 were $27,690.! 

The principal changes in the tax system which have been pro- 
posed by the tax commission have been the removal of the restric- 
tive constitutional provisions, the introduction of separation of 
sources, and the levy of an inheritance tax. The constitution 
imposes the uniform rule, or in other words, the general property 
tax; it also contains the provision of a three mill tax for school 
purposes. The commission regards the latter as a distinct barrier 
to higher valuations, and it doubtless is, especially in the absence 
of a sufficiently definite educational program to insure wise 
expenditure of the additional funds. The principle of the con- 
stitutional levy is wrong in any case and should be abandoned. 
The commission relies upon the now generally discredited notion 
of the influence of separation in promoting equality and uni- 
formity of local assessments. A much more efficient way of 
promoting equality of assessments would be to extend the com- 
mission’s powers of equalization and supervision, and to provide 
sufficient funds for the development of an adequate technique in 
testing the assessors’ returns. The constitutional changes sug- 
gested are of course very important. No development of adminis- 
trative control has yet been able to secure a complete listing of 
intangibles; but with such changes in the income tax as might be 


1 South Carolina Tax Commission, Report, 1915, pp. 27-32. 
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required to permit modern methods of administration, a suitable 
offset to this defective assessment of such property might be 
found. 

THE ARKANSAS Tax COMMISSION 


The tax commission of Arkansas was created in 1g09.! It was to 
be composed of three members appointed by the governor with 
the consent of the senate, for a regular six-year term at a salary of 
$2400. The law creating the commission expires by limitation in 
1927. The commission was given general supervisory authority 
over the assessment and collection of taxes and over the local tax 
officials. This supervision is to be exercised by providing proper 
blanks and forms for returns, by regular visits of inspection to the 
different counties, and by the exercise of such powers as the call- 
ing of witnesses, the direction of prosecution for infraction of the 
tax laws, the investigation of other tax systems, and the recom- 
mendation of measures for the improvement of the Arkansas tax 
system. The tax commission was also to meet annually as a state 
board of equalization, and to assume all of the duties of the state 
board of railroad commissioners, created by an act of 1899.? 

Because of insufficient funds no report has been published since 
1912. In view of the space limitations it does not appear wise to 
dwell upon the commission’s work during the first three years of 
its existence, 1909-12,’ while the opportunity is lacking to bring 
the account to the present and form a fairer estimate of the 
commission’s achievements. 


THe State TAx COMMISSION OF KENTUCKY 


The state tax commission of Kentucky was established in 1917, 
upon the recommendation of a special commission which had 
reported in 1916. The increasing dissatisfaction with the tax 
system of the state has been registered by the three special tax 
commissions which had been created since 1908. The report of 
the second of these, published in 1914, contained numerous sug- 
gestions for improvement, including a strong recommendation for 


1 Laws of Arkansas, 1909, No. 257. 2 Ibid., 1899, No. 53. 
3 Two reports have been published, in 1910 and 1912, 
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a permanent tax commission. This body was to be given control 
over the assessment process similar to that possessed by the Ohio 
tax commission under the Warnes law of 1913.1 No action was 
taken upon this proposal and the third special commission, that 
of 1916, presented a bill for a permanent tax commission which 
was adopted without substantial change.? The principal features 
of this act are the following: 

The tax commission is to act as a state board of equalization, 
but in this capacity it is to deal only with the county totals, 
except in the event of reassessment by the tax commission. It 
replaces the various ex officio boards which had been established 
for the assessment of corporate property, and it is given fairly 
extensive supervisory powers over the original assessment of 
property by the local assessors. These powers are to be exercised 
by means of visits to the counties, conventions of the county 
assessors, the advising and instructing of assessors, and the 
reassessment of property in case of the failure of the county 
boards to observe the commission’s orders as a state board of 
equalization. The tax commission act specifically continues the 
revenue agents and the “ supervisors of revenue agents,” as the 
“tax ferrets ”’ of Kentucky are euphoniously termed. The special 
commission of 1914 condemned the work of these persons and 
recommended the repeal of the laws under which they had been 
appointed. They have nowhere been a desirable addition to the 
administrative organization and they would probably handicap 
any serious effort of the Kentucky tax commission to put all 
property on the duplicate at its full value. 


THE STATE TAX COMMISSION OF MissouRI 


The principal powers and duties of the Missouri tax com- 
mission, which was established in 1917, are the following: 4 

1. The preparation of a statement of the value of the taxable 
property in each county in the state, for the use of the state board 

1 Report of the Special Tax Commission of Kentucky, 1914, p. 48. 

® Report of the Kentucky Tax Commission, 1916, pp. 11 ff. Laws of Kentucky, 
Extraordinary Session, 1917, ch. 1. 


* Report of the Special Tax Commission of Kentucky, 1914, pp. 10, 20. 
4 Laws of Missouri, 1917, Pp. 542. 
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of equalization. At the request of this board the commission is to 
meet with it in the state equalization. 

2. Exclusive power of original assessment over all public 
utilities formerly assessed by the state board of equalization. 

3. Certain supervisory responsibilities, such as conferring with 
and advising the local assessors, visiting the counties regularly, 
receiving and investigating complaints as to improper assess- 
ments, prescribing blank forms and ordering reassessment of 
property upon its own motion. The commission is expressly 
forbidden to undertake any regulation or restriction of local 
freedom in the determination of the tax levies. 
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APPENDIX TO CHAPTER XVII 


ASSESSED VALUATION OF PERSONAL PROPERTY IN NORTH CAROLINA 
1900-14} (MILLIONS OF DOLLARS) 


Ig00 | 1902 
I. Tangibles 

fo Livestock: s. cae sae see site sete ee 19.1 22.1 
2. Farm utensils and mechanics’ tools..| 2.2 2.3 
3. Household and kitchen furniture...| 6.1 7.4 
AssPPLOVISIONS rep erieletele steteisiels siete scere 2.3 2.3 
5. Musical instruments............. I.0 73 
6. Plate, watches, jewelry........... 8 Tt 
7. Goods, merchandise.........5...-. ae 12.3 
8; BagmMiproductsisnisecce eer caus 4.5 5.0 
Dotan aiaeetictovesteteisyaye stakoreceks 36.0 53.8 

II. Intangibles 
To Moneys voi. icine wun 210 5 aisie 4.8 4.2 
ae Creditsrracierccocieclorestels va cneterert iets 22.3 28.5 
Sh Sie SOs So ganoocoouununon sono 6.4 4.2 
Ambrivate:bankers sri jee nee cee opens 6 
Total nc aeed: Sater tae Bars ears 
All other Ses aeots oeeleseeaacten aaa 17.9 
Grand)total Gimieniew mest 93.2 | 109.2 


OF VE SS Go NOR 
HRWWNANUAD 


ial 


a 
© 
ae 


46.3 
by (ok 


133-3 


1906 | 1908 | 1910 | 1912 | 1914 
34-4 | 35.8] 42.3] 47-1] 49.7 
2.9 a5 3.8 A? | 235 
0:40 |= TO-e, || > x2:0: || Sass eee 
3-3 3-0 3-7 6.3| 24.3 
2.2 2.6 aor aches ulhaeveae 
1.5 1.6 1.7 pips ey Nfesseeee 
20:5 | 2¥.9)|! 2453) || gt. |) 23:0 
II.2 10.1 12.6 | 23.4] 15.2 
85.4 | 88.8 | 103.0 | 124.4 | 130.0 
6.8 6.3 6.9 7.6 7.6 
40.1 | 43.9] 48.1 53-2 | 60.7 
2.8 2.6 2.6 FAAS acs 
me) 1 2 (ee 

50.7| 53.9| 58.4] 65.3] 68.3 
23:38.| 29.8 | 31.2) 25.8) 12.2 
159.9 | 172.5 | 192.6 | 215.5 | 209.4 


The classification is quite erratic, especially in later years, and the disposition of certain minor 


items of tangible property is very uncertain. 
general course of the assessments. 


The figures are sufficiently accurate to indicate the 


THE Tax DUPLICATE OF GEORGIA, 1913-16! (MILLIONS OF DOLLARS) 


1913 IgI4 IoIs 
I. Real Estate 

Lapdsii5..cosncarcaeiien aereenis 201.6 242.1 244.1 
Botsizneist eidictereseretel stsirierstetaenspepestale 250.0 272.8 279.6 
Total-real estate: . ¢sic <0. 451.6 514.9 523.7 

II. Personal Property 

(a) Tangibles 
LEMOS el Sie doncgnomangnsate~ 41.4 44.0 40.9 
Vehicles, machinery 13.0 14.0 14.1 
Merchandise iy sccnee eee 41.0 43-3 42.0 
Manufactures: omits 40.1 42.6 41.2 
Household goods.............. 27.9 20.5 20.2 
Other:tangibles.sc.-csn neces 2.7 1.8 ak 
Motalitangiblessnenunesestis 166.1 175.2 170.5 
(b) Intangibles : 

Moneys nCreditSinns. srererare crater ete 50.1 56.4 53.6 
Bank stockists cnecskis sam : 41.8 44.2 40.4 
Stocks'and bondsi5\ 475... «.sesiee a) 2.6 2.6 
Buildingland Joanie. cece. 4 6 Hf 
Total intangibles........... 95.6 103.4 07.3 
LTT CAW Other2Properiy) eerste tee 9.7 9.3 9.1 
Grandtotall ronnie 867.9 053-5 951.9 


1 State Tax Commissioner of Georgia, Report, 1916, p. 6. 
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STATE TAX COMMISSIONS IN THE WESTERN STATES 


THE STATE TAx COMMISSIONER OF WYOMING 


THE comparatively undeveloped resources, undiversified pur- 
suits, and sparse population of Wyoming have prevented the 
fiscal problems of the state from attaining the proportions that 
similar problems have elsewhere assumed. They have not, how- 
ever, prevented the repetition on a smaller scale of the develop- 
ments which have been so characteristic of the recent history of 
tax administration. 

A state board of equalization was created in the territorial 
period,! and was perpetuated by a constitutional provision when 
that instrument was framed.? The organic law also provided that 
the state board of equalization was to equalize among counties, to 
fix a valuation each year for the assessment of live stock, and to 
assess at actual value the franchise, roadbed, rails, and rolling 
stock of all railroads. This valuation was to be apportioned 
among the counties for taxation at the local rates. The duty of 
corporate assessment was broadened in 1891 to include the tele- 
graph and telephone companies,’ and in 1gor the various classes 
of car companies.4 Two years later the board was required to 
ascertain and assess the gross output of mines,° and to certify to 
the state treasurer, upon the basis of returns made by the express 
companies, the taxes due at 5 per cent upon the gross receipts on 
business done within the state.® 

The office of state tax commissioner was created in 1909.’ There 
is no record of the forces which led to the establishment of this 
office, although the fact that the board of equalization is an ex 

1 Revised Statutes of Wyoming, 1887, § 3804. 

2 Constitution of Wyoming, 1889, Article XV, § 9. 

3 Laws of Wyoming, 1891, ch. 99. 

4 [bid., 1901, ch. 81. 6 Tbid., ch. 111. 

5 [bid., 1903, ch. 81. 7 Tbid., 1909, ch. 66. 
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officio body is doubtless significant. The tax commissioner was to 
be appointed by the governor for a term of four years at a salary 
of $2500. No person was to be appointed to the office unless he 
was “‘ known to possess knowledge of, and training in the subject 
of taxation, and skilled in matters pertaining thereto.” To this 
official was transferred as much of the function of corporate 
assessment as was consistent with the constitution. The tax 
commissioner was required to make the actual appraisal of the 
property of corporations and submit his results to the state board 
of equalization, by whom his figures might presumably be 
reviewed and corrected, and possibly garbled. The formal assess- 
ment of this property was of course left with the state board. 
The act of 1909 continued the process of administrative evolution 
by conferring upon the state tax commissioner general supervision 
over the tax system. This supervision was authorized in terms 
similar, in general, to those employed in many other statutes. 
The tax commissioner was to confer with, advise, and direct 
assessors; to direct proceedings and prosecutions to be instituted 
to secure proper observance of tax laws; to require proper returns 
from officials and taxpayers; to visit the several counties; to 
investigate the tax laws of other states and recommend desirable 
improvements; to receive complaints; to order omitted property 
to be added to the tax rolls; and last, though not least, to order 
reassessment of any property whenever such action was judged 
necessary in order to attain the legal standard of full value 
assessment. 

There are no data available as to the methods employed in the 
discharge of the various duties imposed upon the tax commis- 
sioner and the state board of equalization. The whole procedure 
has remained of a comparatively simple type, with an equally 
undeveloped technique, as may be seen from the fact that the 
contingent expenses of the office for 1916 amounted to $3429. 
The state board of equalization continues to dominate tax admin- 
istration in the state, and in 1916 it was still indulging in the 
practices which have made such boards so very ineffective. The 
values which it certified to the assessors for the assessment of live 


1 State Tax Commissioner of Wyoming, Report, 1916, p. 8. 
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stock were about 60 per cent to 70 per cent of full value.! The tax 
commissioner implied that a similar standard was observed in 
assessing the corporate property under its jurisdiction; but there 
is nothing to indicate the amount by which the commissioner’s 
own figures were reduced thereby. It is not to be expected that 
such an example would stimulate the local assessors to a very 
strict observance of the law. 

A similar inactivity has marked the work of the state board in 
its equalization of the local returns. In 1915 its authority in 
equalization was broadened to include property of every sort.? 
This amendment presents the opportunity of exercising a certain 
influence over the local assessment, as there is complete freedom 
of revision in the equalizing process. But an ex officio body, 
without the time, energy, and equipment for collecting the data 
upon which such a revision necessarily rests, cannot be expected 
to seize the opportunity thus opened to it. 

The tax commissioner has apparently been disposed in recent 
years to shift the responsibility for making such corrections to the 
board of equalization and to neglect his own power of ordering 
reassessments.* The latter policy was followed in the first assess- 
ments made under the new administrative reform, and with very 
significant results. The total assessment of property for 1908 was 
$67,580,000. In 1909, the first year of central administration, it 
was $186,157,000. Use was made of the authority to order 
reassessments, especially in securing a better listing of mortgages.* 
Such property had been returned from only two or three counties 
previous to 1909, and the total of all moneys and credits in 1908 
was only $555,341. The next year a total of $5,688,000 was 
returned. Mortgages were exempted from taxation in 1911, and 
under cover of this provision practically all moneys and other 
credits have been withdrawn from the tax roll. The commissioner 
urges complete legal exemption for such property.° 

1 State Tax Commissioner of Wyoming, Report, 1916, pp. 7, 8. 

2 Laws of Wyoming, 1915, ch. 119. 

3 State Tax Commissioner of Wyoming, Report, 1916, p. 8. 

4 Ibid., 1910, pp. 8, 9. 

5 [bid., 1912, p. 7. In 1914 the total of moneys and credits returned was only 
$190,000. 
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In conclusion, it is evident that the central administration of 
the tax system has not been vigorous in Wyoming. There is 
room for an aggressive and efficient department of this sort, even 
in a state presenting the relatively simple and undiversified con- 
ditions found in Wyoming. Until the constitutional provision 
requiring an ex officio board of equalization can be cleared away, 
the best plan for the attainment of this organization appears to be 
that adopted in Colorado. The Wyoming law has already under- 
taken the transfer of most of this board’s statutory authority to 
the tax commissioner, but that department at present lacks 
virility. A commission of three members, with a much enlarged 
appropriation for the development of the necessary technique 
of a corporate valuation and local supervision, would have a far 

‘better chance of counteracting the influence of the state board 
of equalization than the present tax commissioner has, with his 
very restricted appropriation and primitive office organization. 


THE STATE Tax COMMISSION OF COLORADO ! 


The establishment of the Colorado tax commission in 1911 was 
practically the first step in tax reform that had been taken in the 
state since the adoption of the constitution in 1876. During this 
period the basis of the state revenue system had been the general 
property tax. The administrative structure of this tax, as laid 
down by the constitution, included a county assessor elected 
locally for a two-year term, and county and state boards of equali- 
zation. The last named board was to consist of the state officers 
acting ex officio. 

This administrative structure, characteristic in its essentials of 
the general property tax everywhere, was of course powerless to 
prevent the appearance of the customary defects of this system. 
The state board of equalization had indeed attempted, in a feeble 
way, to make a more effective equalization, but in every instance 
it was checked by the courts.? After the last rebuff, in 1900, the 

1 The work of the Colorado commission has recently been described by Dr. R. 
M. Haig, in a report prepared for the Survey Committee of State Affairs. 


2 Cf. Colorado Tax Commission, Report, 1915, pp. 8,9. In 1877 the court held 
that the board had no power to increase the aggregate of the local assessments. 
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board made no further efforts at equalization, and the local 
assessment practices flourished unchecked. 

In rg11 the legislature passed a law establishing a state tax 
commission of three members. The governor and treasurer to- 
gether were to appoint these members for a regular term of six 
years at an annual salary of $3600.1 The commission was given 
general supervision over the tax system, including the right to 
order a reassessment of any property in any subdivision; to 
make the original assessment after June 15, 1911, of all corpora- 
tions previously assessed by the state board of equalization; and 
to prepare a statement regarding the equalization of assessments 
for the use of the state board. The latter could not be deposed 
except by constitutional amendment, and the legislature went as 
far as it could in making the tax commission the real equalizing 
body, by requiring the commission to determine the true value of 
the property in the state and certify its findings to the board of 
equalization. An amendment to abolish the latter was submitted 
in the election of 1912 but was rejected, though on grounds 
that did not touch the question of the relative merits of the two 
boards.” 

Equalization. — The relation of the Colorado tax commission to 
the task of equalization has been that of a compiler of materials, 
a position similar to that occupied by the Michigan Board of 
State Tax Commissioners. This position has not been an easy one 
in either Colorado or Michigan, and much of the subsequent 
opposition to the tax commission in the former state has arisen 
because of the commission’s fearless and vigorous treatment of the 
local assessors’ returns in equalization. 

Because of the delay in organizing the commission, it did not 
begin to play an active part in the state equalization until 1913. 
3 Colo. 428. In 1899 a change in the assessed valuation of certain classes of prop- 
erty was held to be unconstitutional. 27 Colo. 346. 

1 Laws of Colorado, 1911, ch. 216. Cf. above, p. 140. Haig, of. cit., p. 19, gives 
another explanation for this unusual provision. The State Board of Equalization, 
Report, 1911, p. 3, also explains it. Chiefly for political reasons, the appointments 
were delayed until May 16, 1912, and were only made then because the supreme 


‘court held that the board of equalization had no power to assess the utilities. 
2 Cf. Haig, op. cit., p. 8, and note, for a summary of the reasons for the failure 


of this amendment. 
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The assessors had been urged by letter in 1912 to accept 333 per 
cent as the uniform basis of valuation, but they gave little atten- 
tion to the suggestion and the commission attempted no equaliza- 
tion of the returns.! The general results of its subsequent efforts 
to determine the true cash value of the property in the state may 
be presented in the following form: ? 


Net RESULTS OF THE STATE EQUALIZATION IN COLORADO, 1913-16 


Increase recom- Number of coun- Action of the 
mended by the ties in which in- state board of 
Year tax commission creases were made equalization 
TORS Aa cessor $186,551,000 58 No change 
TOLA Ser sao ae 135,054,000 24 < 
LOLS pace ee ewe 59,228,000 12 < 
TOLO eee 2,542,000 & $406,000 dec. 


In 1913 all but five of the counties in the state were advanced 
by the tax commission as the result of its investigations into the 
condition of the local assessments. As the law then stood these 
increases were of necessity horizontal advances on all classes of 
property instead of particular increases on certain classes. Of the 
aggregate increase in 1913, $101,902,000, or 54.6 per cent of the 
total advance, was made by levying a 4o per cent increase on 
property in the city of Denver. Similarly, $90,377,000, or 66.9 
per cent of the total increase of 1914, was made on the property of 
this city. This apparent discrimination against the largest city 
of the state aroused violent but largely unfounded opposition 
against the commission, opposition which culminated in the 
unsuccessful effort to abolish it in 1916.8 The increase of 1914 
was also made horizontally because of the unwillingness of the 
county boards of equalization to equalize by specific additions to 
certain classes of property. The state supreme court had decided 
(January 12, 1914) 4 that the tax commission, under its power of 
original assessment, could increase the assessment of any class of 
property, and that the state board of equalization was empowered 


1 Colorado Tax Commission, Report, 1912, pp. 6, 7. 

* Data compiled from the annual reports of the tax commission. 

3 The investigation conducted by Dr. Haig was published in time to be of material 
assistance in preventing the overthrow of the commission. 

4 56 Colorado, 343. 
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to consider the commission’s recommendations as a part of the 
local returns. It was possible, therefore, to equalize in 1914 by 
making additions to certain classes of property. 

The figures above indicate that there has been a steady im- 
provement in the work of the local assessors. The commission has 
been able to enlist practically all of the assessors in the codpera- 
tive task of a proper assessment, and as the local officials have 
responded to the commission’s suggestions fewer corrections have 
been required to secure an approximately equitable valuation of 
the classes of property that are ordinarily subjected to assess- 
ment. The returns of intangibles are recognized to be very im- 
perfect,1 and no attempt has been made to deal with these forms 
of property in the equalization. 

The limitation upon the freedom of the state board of equaliza- 
tion was removed by a constitutional amendment adopted in 
1914. It is exceedingly unfortunate that the people preferred — 
or at least voted — to retain the ex officio board and extend its 
powers instead of transferring its authority to the tax commission, 
the only body in the state competent to perform this function. 
The amendment of 1914, which removed the restriction against 
increasing the aggregate local valuation, may give the ex officio 
board too free rein. This difficulty has not yet become apparent 
in the equalization of property assessed under general laws, for 
the board has made practically no changes in the commission’s 
recommendations. On the other hand, it has begun to entertain 
appeals from corporations against the assessments established by 
the tax commission, and even in the two years since the amend- 
ment was passed it has displayed an increasing tendency to allow 
reductions on appeal. In 1915 $1,700,000 was allowed to three 
companies, while in 1916 nine companies were granted an aggre- 
gate deduction of $12,039,000.? Should this privilege be exercised 
upon a very much larger scale, it may result in demoralization of 
the assessment of corporate property by the commission. 

The constitutional amendment of 1914 referred also to the 
powers of the county boards of equalization in a way that may 


1 Cf. below, p. 625. 
2 Colorado Tax Commission, Report, 1915, p. 12; ibid., 1916, p. 7. 
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prove detrimental to the tax commission. The amendment pro- 
vided that these county boards were to “ adjust, equalize and 
raise or lower’ the valuation of property in their respective 
counties, subject to “ revision, change, and amendment ” by the 
state board of equalization. The corporations promptly con- 
tended that the county boards were thereby authorized to equalize 
the assessments of corporate property made by the tax commis- 
sion, and the Railway and Light Company of Denver secured a 
reduction of $7,731,000 from the commission’s assessment in 
1915.1 The state board of equalization cancelled this reduction, 
but under pressure from the corporation rescinded its action. 
This situation presents serious possibilities for crippling the com- 
mission’s efficiency in assessing corporate property. Judicial con- 
struction may restrict the activity of the county boards, but the 
only safe remedy is the abolition of the state board of equaliza- 
tion and the transfer of its functions to the tax commission. 
The latter recommended this in 1916, but the actual change is 
probably still a long way off. 

In the meantime, progress is clearly being made toward a more 
satisfactory basis of valuation. It is impossible to say how nearly 
this basis approaches full value; but it is fairly clear that greater 
uniformity is steadily being attained. This is shown in the declin- 
ing number of changes in local assessments which the tax com- 
mission has felt obliged to recommend. The principal weakness 
at this point continues to be the lack of adequate facilities for 
making an effective independent investigation of the local assess- 
ments. Special investigators of the commission have worked in 
nearly every county, and some use has been made of the sales 
method.? The very inadequate appropriations have prevented a 
fuller development of these and other methods of investigation. 
In 1913 the commission was supplied with data on values com- 
piled by some of the public utilities subject to central assessment. 
While these materials were given such independent tests as were 

1 Colorado Tax Commission, Report, 1915, p. 13. 

2 The Somers system had been used to value the real estate in the business dis- 
trict of Denver. The “ optimistic ” results obtained in this valuation may have 


influenced the commission’s recommendations somewhat. Letter from Commis- 
stoner J. B. Phillips, October 29, 1914. 
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possible, the suspicion of corporate interest could not be avoided, 
and in making some use of them the commission added fuel to the 
fire of opposition to its methods.! 

The Assessment of Corporations. — The development of central 
assessment of corporations began in 1877, in which year the state 
board of equalization was required to assess the railroads.? 
Telegraph, telephone, and car companies were added in 1885, 
and express companies in 1902.3 The work of the state board of 
equalization was very unsatisfactory. The aggregate valuation 
of the property assessed by it in 1888 was $30,411,000; ten years 
later it was $30,431,000. In 1901 an effort was made to break 
with the past by creating a state board of assessors. This board 
was to be composed of thirteen county assessors, elected from 
their number by all of the county assessors assembled in confer- 
ence at Denver for the purpose.* Suit was promptly brought 
against this board, and the law creating it was held invalid. 
Legislation in 1902 legalized the corporate assessment made for 
1901 by the state board of equalization after the statutory period 
for such assessment had passed.° The total corporate valuation 
for 1901 was $124,985,000, of which $120,356,000 was railroad 
property. These figures did not stand, and the railroads settled 
for taxes on about the same basis as in 1900.° In 1902 the total 
assessment of corporate property dropped to $53,233,000. In 
this respect the experiment of 1901 was measurably successful, as 
the valuations never got back to the old level. Under the state 
board it never got far beyond this new level for in 1911 the total 
assessment was $60,449,000. 

The results of central corporate assessment since 1912 are sum- 
marized in a table given as an appendix to this chapter.’ The tax 
commission was appointed too late in the year 1912 to begin an 
effective appraisal of the corporations subject to central assess- 
ment and in consequence figures approximating those of the state 
board of equalization for the preceding year were adopted. The 

1 Haig, op. cit., pp. 30, 31. 4 Tbid., 1901, ch. 94. 

2 Laws of Colorado, 1977, ch. 87. 5 Tbid., 1902, ch. 2. 

3 [bid., 1885, p. 321; 1902, ch. 3. 

6 Colorado State Board of Equalization, Report, 1911, p. 108, and note. 
7 Cf. below, p. 624. 
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more vigorous policy initiated in 1913 produced an additional 
assessment of about $140,000,000. From the high point reached 
in 1914 the aggregate valuation declined about $20,000,000 in the 
next two years. The responsibility for this decline rests in part 
upon variations in the factors of value considered by the com- 
mission, especially earnings, and in part upon the state board of 
equalization which allowed deductions in 1916 amounting to 
$12,039,000. Of this amount, $7,656,000 was allowed to the 
utilities of Denver. 

The methods of the commission in assessing corporations are 
principally the capitalization of earnings and the stock and bond 
valuation. The results obtained from these calculations are 
averaged, and then modified in individual cases as circum- 
stances may make necessary.!. The operation of the tax on 
private car lines is quite as unsatisfactory in Colorado as else- 
where. The aggregate valuation is small, and the distribution 
of this sum among the tax districts on the basis of the car 
mileage in each district produces such an absurdly small amount 
in many cases that the collectors do not take the trouble of col- 
lecting it. The obvious remedy is to divert the entire tax into 
the state treasury. 

The commission has been able to secure a certain measure of 
codperation with the local assessors in the valuation of private 
companies. This whole class of concerns, regardless of volume 
of business or extent of plant, is still locally assessed. In 1916 
the commission secured increases in assessment amounting to 
$5,408,000 upon six of the larger manufacturing companies. 
The state board of equalization sustained these increases, but 
rejected others totalling $406,000 upon two companies. At the 
average rate of sixteen mills, the estimated revenue from this 
additional valuation, on which no taxes had ever been paid, was 
about $87,000, or more than enough to cover the entire cost of 
the commission for four years.2 The foolish and shortsighted 
opponents of the commission have permitted such facts to be 
entirely obscured by their petty opposition to its work. 


1 Letter from Commissioner J. B. Phillips, October 29, 1914. 
* Colorado Tax Commission, Report, 1916, p. 5. 
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The Supervision of Local Assessments. — The language of the 
Colorado statute of 1911 was quite sweeping in the supervisory 
powers which it conferred upon the commission. All of the cus- 
tomary provisions relating to the prescription of blanks, the 
summoning of witnesses, visiting the counties, the direction of 
local assessors to produce desired information, are found. The 
most significant authority conferred is clearly that of ordering 
reassessments, an action which the commission may undertake 
upon its own motion. From the standpoint of the tax act the 
Colorado tax commission is very well equipped with supervisory 
authority. 

But the commission has not been entirely successful in exercis- 
ing this authority. The county assessors are locally appointed 
biennially. This comparatively short term means that the aver- 
age county assessor in Colorado is a fairly active politician; as 
such, they reflected, and in a few cases undertook to lead, the 
local opposition to the commission’s energetic revision of local 
assessments in 1913 and 1914. The friction which has been 
engendered has been very detrimental to this phase of the com- 
mission’s work. Of the assessor of Denver county it has been 
said that the commission met him more frequently in court 
rooms than anywhere else.1 The assessor of Weld county based 
his opposition to the commission largely upon the mistaken belief 
that the latter had been subservient to corporate interests. These 
views can only be dispelled by more constant contact between the 
local and the state officials. The annual conference of assessors 
has been very useful, but it has been only feebly supplemented 
by the scanty and irregular visits to the counties. In other states, 
notably Indiana, a similar situation has been found to exist. The 
Colorado tax commission regarded other duties as more impor- 
tant than the round of visits to the counties, and in consequence 
the latter has been somewhat neglected. 

Notwithstanding this neglect the number of counties in which 
the assessors and boards of equalization have been willing to 
comply substantially with the commission’s standards of local 
assessment has steadily increased, an indication of lessening 


1 Haig, op. cit., p. 27. 
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friction between the large majority of county tax officials and the 
commission. The defeat of the bill to abolish the commission in 
1916 will doubtless mark a turning point in the latter’s history, 
and if the commissioners possess the necessary tact and patience 
they should be able now to restore their organization to its 
rightful place as the leader in the fiscal affairs of the state. 

An equally fundamental requirement in this transformation, 
however, must be a considerable improvement in the tax system 
itself. The present tax law should be codified and many of the 
inconsistent or conflicting provisions removed. The authority 
to order reassessments has never been exercised, chiefly because 
of the physical impossibility of examining the assessors’ returns 
during the short period between the date on which these are 
legally due (September 7) and the last day on which the commis- 
sion may order changes in the assessment (October 1). In these 
same weeks the corporate appeals must also be heard.! 

It is only natural, in view of the stormy career of the Colorado 
commission, to find that little headway has been made in secur- 
ing better listing of intangibles. Appended to this chapter is a 
table showing the details of the personal property assessment 
since 1912.2 It will be seen from this table that about three- 
fourths of the total increase in personalty assessment since 1912 
has been contributed by tangibles, notably live stock and mer- 
chandise. In view of the nominal return of bank deposits and 
credits under the old regime, the actual amounts of these classes 
added under the influence of the tax commission are quite sur- 
prising, though these figures represent only a very small part of 
the total of such property owned in the state. The total bank 
deposits in the state in 1916 were $171,400,000. In this year 
seventeen counties returned no bank deposits for taxation, while 
in twelve counties there were no citizens possessing taxable 
unsecured debts, and in thirty-two counties none possessed 
secured debts subject to taxation. There is little difference 
between a nominal return and no return at all, and such gaps in 
the local tax duplicate certainly indicate widespread evasion of 
the law. The responsibility is shared by the legislature, which has 


1 Laws of Colorado, 1911, ch. 216, §§ 30, 31. 2 Cf. below, p. 625. 
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always hampered the commission by failing to codify the law and 
to appropriate sufficient funds for its use; and by the system 
itself, which is quite as unworkable in Colorado as in Massa- 
chusetts. The commissioners have possibly committed some errors 
of judgment, as in failing to establish closer personal contacts 
with the local officials, but on the whole their achievements have 
been quite noteworthy in view of the circumstances under which 
they have had to work. 


THe Arizona TAx COMMISSION 


Among the first measures adopted by the legislature of Arizona 
upon admission to statehood was a bill providing for the creation 
of a permanent state tax commission.! The first members were to 
be appointed by the governor for terms of two, four, and six 
years, respectively, and at the expiration of these terms the 
vacancies were to be filled by election, the names of candidates ap- 
pearing on the regular ballots without partizan designation. The 
regular term was to be six years, and the salary $3000 per year. 

The bill creating the tax commission made that body a part of 
the state board of equalization, and gave it original jurisdiction 
over the assessment of mines, and of railroad, express, sleeping 
car, and private car companies. It was also to exercise general 
advisory supervision over the local assessors. Almost the com- 
mission’s first task was to secure certain constitutional changes 
and a revision of the tax laws. The constitutional amendment 
cleared away the former state board of equalization, an ex 
officio body with membership prescribed by the constitution, 
and left the legislature a free hand in dealing with the tax sys- 
tem. The tax law was revised in 1913, and the tax commission 
was given very extensive authority in equalization and in the 
supervision of local officials.’ 

The assessment of 1912 was almost completed when the tax 
commissioners took office, and they decided to equalize for that 
year on a 50 per cent basis. Instructions to this effect were 

1 The state was admitted on February 14,1912. The act, Laws of Arizona, 1912, 


ch. 23, was approved May 9g, 1912. 
2 Laws of Arizona, 1913, ch. 71. 
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issued to local boards of equalization but they were not always 
observed. The county boards of equalization were a law unto 
themselves, under the former regime, and the commission found 
them favoring the dominant interests of their respective counties. 
Competition to avoid the state tax was also very common. 

For the purpose of the state equalization the commission has 
undertaken to secure from several sources the data which would 
serve as an independent check upon the local assessors’ results. 
The principal source has been the annual conferences to which all 
assessors have been summoned. These are personal conferences 
between assessors and tax commissioners, the detailed reports of 
which average well above three hundred pages of closely printed 
matter. The commissioners quiz each assessor vigorously and 
intensively concerning every item in his report that is any way 
suspicious, and the assessors themselves do some very frank 
comparing of assessed values. Out of the direct testimony and 
the mutual criticism the commissioners derive certain impres- 
sions and data which are drawn upon in the state equalization. 
The conferences are attended by many citizens, and a very 
beneficial result of this broader contact has been to clear away 
the accumulated prejudices and misunderstandings of past years. 

A second source of information, though not as extensive in its 
scope as the conferences, has been the use of expert appraisers in 
the valuation of real estate. In 1914 the Somers method of land 
valuation was applied in certain districts.?, A special schedule of 
building values was prepared for Nogales in 1916.5 Such surveys 
have been valuable in placing the areas covered upon a more 
accurate basis of valuation, but they have naturally afforded no 
data for testing the quality of the real estate assessments in other 
portions of the state. They have not greatly furthered the general 
state equalization, therefore, although in many other respects the 
effect of these surveys has been very salutary. 

Progress has been made, also, in classifying and grading the 
lands, especially those in the various land grants, and in compiling 
more accurate returns of live stock. The commission, acting as 


1 Arizona Tax Commission, Report, 1914, p. 16. 
2e ibid. p. 20- 3 Ibid., 1916, pp. 36-43. 
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the state board of equalization, has gone about the task of equali- 
zation with great vigor, and has fearlessly probed into the results 
of the local assessment. The usual procedure has been for the 
board of equalization to vote that the state tax commission and 
the local assessors have not adjusted valuations with reasonable 
uniformity, and then proceed to substitute its own amended 
schedule.! 

While the resolution with which the state board of equalization 
always prefaces its own work regularly states, and justly so, that 
the local valuations are not uniform, the board’s own action has 
usually been confined to a few classes of property, as is shown both 
by the number of changes and by the aggregate volume of changes 
in the local returns. The extensive powers of control which 
the Arizona commission enjoys over the original local assessment 
permits of a close correlation of the state equalization with the 
local assessment, and the former serves as an additional check 
upon the work of the assessors. The adjustments in the property 
valuations determined by the commission are made principally 
upon appeals from the corporations affected. The commission 
wisely enough refrains from attempting to include intangibles in 
the equalization, though recognizing the inadequacy of the local 
assessment of such property. The progress in this correlation 
of assessment and equalization is well described in the following 
extract from a personal letter: ” 

The Commission also checks the work of the assessors during the time of 
assessment by visiting the counties. As the work of the Commission goes 
forward, greater classification is being brought about and special methods 
applied, so that the work of checking is becoming more simplified and there- 
fore more comprehensive. As for instance, the idea of the Somers System 
of valuing real estate, a certain price on different makes of automobiles, 
the method of calculating range cattle, stocks of merchandise under the in- 
ventory, and the book cost of all mining machinery and reduction works. 
Money and credits are not now taxed, though payable under the law. The 
Commission has recommended and will recommend a small mill tax on this 
class of personalty. All other intangibles are taxed, or will be taxed. In- 
stances of some of the escaping intangibles are meat markets, packing com- 


panies and moving picture shows. They all do a large business on small 
physical property and are as yet assessed only on their physical property. 


1 Cf. Arizona Tax Commission, Report, 1913, p. 5; ibid., 1914, p. II. 
2 Personal Letter from Commissioner C. M. Zander, November 27, 1914. 
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The corporate property assessed by the tax commission is 
valued on a combination of capitalized earnings and stock and 
bond valuation. The state corporation commission has been 
valuing various companies for rate purposes, and as this is done 
the tax commission adopts the same valuation for taxation pur- 
poses.! This practice has not been followed consistently for in 1916 
the tax commission was apparently using the capitalized net 
earnings as the assessed value for all productive railroads. The 
net earnings over a period of years, ascertained for each year by 
deducting from gross earnings the operating expenses plus taxes, 
insurance, hire of equipment, and a reasonable amount for excess 
terminal facilities, were capitalized at 8 per cent. Railroads not 
showing net earnings equal to 8 per cent were assessed on the 
physical reconstruction basis.” 

The telegraph and telephone companies have been assessed by 
the same methods as those used in the case of railroads. Private 
car lines are said to be assessed by taking into consideration the 
mileage within the state as well as the gross and net earnings.® 
This is a rather vague statement which does not make clear the 
commission’s exact procedure. The taxation of this class of cor- 
porations is everywhere unsatisfactory, and it is doubtful if the 
Arizona commission has entirely solved the problem. Express 
companies are taxed on their gross earnings, though the com- 
mission has consistently recommended the extension of the ad 
valorem system to them. 

The taxation of mines has caused much more difficulty in 
Arizona than any other duty imposed upon the commission. The 
metalliferous mines were evidently greatly undertaxed by the 
former methods and administration. Indeed, there appear to be 
sharp differences of opinion in the state as to the proper method of 
taxing these mines, a difference which has been much in evidence 
in the discussions of the tax commission itself. The principal 
point of disagreement has been over the ad valorem assessment 
versus some form of specific taxation. A majority of the com- 

1 Arizona Tax Commission, Report, 1914, p. 15S. 

2 Ibid., 1916, p. 18. * [bid., pp. 10, 20. 


* Cf. Arizona Tax Commission, Report, 1914, pp. 33-78, for majority and minor- 
ity reports on mine taxation. 
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mission has advocated a valuation of mining property and a 
survey of the existing ore resources by the commission itself, 
following in general the methods of Michigan and Minnesota. 

In response to this clash of interests the legislature has changed 
the system of mine taxation several times in recent years. In 
1907 the so-called ‘‘ bullion tax law ”’ called for an assessment for 
taxation equal to 25 per cent of the annual gross output.!_ Under 
that law the aggregate mine valuation was about $20,000,000. 
In 1913 the legislature enacted a law providing for an annual 
assessment at four times the net plus 123 per cent of the gross 
output.? Under this method the assessed valuation was increased 
to $110,000,000. The issue of mine taxation has figured large in 
the whole policy of the commission, and it has even led to at- 
tempts to abolish the board. A bill to this effect passed the senate 
in 1914 but did not come to a vote in the house. One or more 
members of the commission has based his campaign for election 
upon the mine tax issue. For the first time in its history, the 
legislature adjourned in 1914 without a new mine tax law, and 
the commission was given a free rein. A system of assessment on 
the basis of capitalized net earnings was promptly adopted.* 

The principal features of this new system of mine taxation were 
the classification of the mines into eight classes, the basis of 
division being the nature of the ore mined and the future prospects 
of the individual mine, and the determination of rates of capitali- 
zation for each class. No allowances were made for mine deple- 
tion, interest, new construction, as these items were considered in 
establishing the rates of capitalization. The average annual net 
earnings for a three-year period were capitalized at rates ranging 
from 15 per cent to 33% per cent. From this valuation was 
deducted the assessed value of the property assessed locally. In 
1916 the aggregate mine assessment was $172,000,000, exclusive 
of mining machinery, smelters, and improvements on mining 
property aggregating nearly $39,000,000.4 

1 Laws of Arizona, 1907, ch. 20. 

2 Tbid., Third Special Session, 1913, ch. 71. 

3 Arizona Tax Commission, Report, 1916, pp. 7-17. The net earnings method 


was chosen because of the short time remaining to make the 1915 assessment. 
4 Arizona Tax Commission, Report, 1916, p. 8. 
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Supervision of the Local Assessments. — As revised in 1913, the 
law gave the tax commission plenary powers over the local asses- 
sors, including the power to order the reassessment of property on 
its own motion. Removal proceedings must follow the usual legal 
channels, but the chairman of the commission writes that it has 
been entirely unnecessary to resort to such means of influencing 
the local assessments.!_ The members of the commission have 
regularly visited the counties and by means of visits, correspond- 
ence, and public hearings, they have maintained the contact with 
officials and taxpayers that all tax commissions now seek to 
establish. One of the most interesting events of the assessor’s 
year must be the annual conference to which all assessors are 
called. In this conference standards of valuation and methods of 
procedure are agreed upon under the guidance of the tax com- 
mission, and if the assessor’s later returns do not indicate sub- 
stantial compliance with these standards he is promptly required 
to show cause for the variation. The commission is gradually per- 
fecting its independent checks upon the assessor’s work, and in the 
annual conferences it steadily insists upon an explanation of any 
changes that may be reported from any county with regard to any 
class of property. 

The Arizona tax duplicate has evidently not yet been expanded 
to include a long list of items, devised in the hope of stimulating 
the memory of taxpayer and assessor, and in the faith that this 
stimulus to memory will serve as an efficient safeguard against 
evasion. It is not possible, therefore, to discuss in detail the opera- 
tion of the general property tax, especially with regard to the 
assessment of intangibles. The commission has freely admitted 
its failure at this point, however, and has steadily recommended a 
flat tax on moneys and credits.2 This recommendation has 
received no particular emphasis in the reports, and because of the 
relative unimportance of these classes of property it has never 
attained the prominence that has been accorded other tax prob- 
lems, notably the taxation of mines. The commission’s silence 
and comparative inaction on this matter can be readily under- 


1 Personal Letter from Commissioner C. M. Zander, November 29, 1914. 
* Arizona Tax Commission, Report, 1914, p. 80; ibid., 1916, p. 23. 
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stood. Property taxation under the uniform rule, in Arizona as 
elsewhere, is substantially the taxation of tangibles. The general 
property tax is operating to no better advantage in this sparsely 
populated western state than it is in the wealthier and more 
populous states farther east. 

In conclusion it must be said that the Arizona tax commission, 
and especially its vigorous former chairman, have been very 
successful in stirring up thought on matters of taxation. The 
issues have probably not always been cleared by the stirring, but 
they have certainly been brought to public attention. Referring 
to the turbulent scenes that followed the higher valuations, the 
former chairman remarked in 1914 that geology teaches that 
Arizona is a land of extinct volcanoes, but the recent campaign 
for higher assessments revealed that geology was wrong.! 

Thus far popular sentiment has apparently been with the com- 
mission, and has sustained its efforts for more equitable taxation. 
But one reason for this attitude may have been in the fact that 
the commission has been increasing the taxes of mine owners and 
of other corporate interests, all of which have undoubtedly 
deserved a higher assessment. But when these properties have 
been raised to full value and when they in turn demand a leveling 
up elsewhere, one weakness of the Arizona law will come out. The 
people will then find tax reform coming closer home, and there 
may be the same sort of revulsion of popular feeling that so 
hampered the Michigan commission in 1905. ‘This possible 
change of attitude may have peculiarly disastrous effects in 
Arizona because of the fact that the office of tax commissioner is 
elective. The recent campaign of Mr. C. M. Zander, fought suc- 
cessfully on the issue of mine taxation, shows the possibility for 
appealing to popular feeling or advantage. Such echoes of this 
campaign as reached the writer indicated that it was very hotly 
contested. The office of tax commissioner involves too serious 
administrative responsibilities to permit of such methods of 
selection. The writer believes that in the election in question the 
people chose wisely; but it need signify no deep distrust of demo- 
cratic institutions to suggest that the electorate is hardly qualified 


1 Arizona Tax Commission, Report, 1914, pp. 10, 11. 
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to select, at long range, the person best fitted to assume the 
duties of a tax commissioner, and that its future choices may not 
always be as wise as was that of 1914. 


THE STATE TAX COMMISSION OF SOUTH DAKOTA ! 


The general property tax developed in South Dakota during the 
territorial period, and was perpetuated by the constitution 
adopted in 1889.2. The characteristic administrative organization 
had been provided before statehood was attained, including 
locally chosen assessors and county boards of equalization and an 
ex officio territorial board of equalization. It is unnecessary to 
state that the results obtained by this administrative organization 
were not satisfactory, even during the territorial period. The 
auditor recommended in 1889 that a better system of assessment 
and equalization be adopted.’ 

The first general revenue act of the new state was passed in 1891 
but an ex officio state board of equalization was established in 
1890.4 This board was empowered to raise or lower assessments 
among the counties, and to assess the property of the railroad, 
telegraph, telphone, express, and sleeping car companies. The 
career of the South Dakota board of equalization has been one of 
almost unrelieved failure, both with respect to the equalization of 
assessments and the valuation of corporate property. In addition 
to the composition of the board and the inherent difficulties of the 
general property tax, there have been certain local factors which 
have made the board’s failure more complete. 

In the first place, the legislature has omitted the necessary 
appropriations from a number of laws designed to make better 
administration possible. In fact, so regular did this practice 
become that it could hardly have been mere oversight. For 
example, a special tax commission was provided in 1897 to report 


1 I am indebted to the secretary of the South Dakota Tax Commission for a 
valuable collection of extracts from the public documents. The historical material 
thus obtained has been very useful. 

* Constitution of South Dakota, 1889, Article XI, § 2. 

3 Territorial Auditor, Report, 1889, pp. 150, 151. 

4 Laws of South Dakota, 1891, ch. 14; ibid., 1890, ch. 20. 
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a better revenue system, but for lack of funds nothing was done.! 
Two laws of 1905, providing respectively for annual conferences 
of the county auditors with the state board of equalization and 
for investigation and inspection by the latter of the local assess- 
ments, have proved of little practical advantage because of the 
omission of the necessary appropriations.” 

A second factor illustrates very well the weakness of the lack of 
supervisory and corrective authority. In common with the 
majority of such boards, the South Dakota board of equalization 
has had no authority to list omitted property even in those cases 
in which it was perfectly clear that evasion was being practiced. 
It has been compelled to witness the withdrawal of moneys, 
credits, merchandise, and even land from the tax roll, and to make 
good this shrinkage by raising the valuation of the property which 
remained, regardless of the injury done thereby to individual tax- 
payers. Thus Douglas county returned 247,935 acres of land in 
1895 and only 183,408 acres in 1896, although a considerable 
amount of land had been “ proved up ”’ in this county during the 
year in question.* 

The peculiar provisions of the state constitution supply a third 
local factor which has hindered the state board of equalization in 
its work. These provisions require that the property of corpora- 
tions be assessed in the same manner as the property of individuals. 
In 1910 the court held that this excluded consideration of gross 

1 State Auditor, Report, 1900, pp. ix—xil. 

2 Laws of South Dakota, 1905, chs. 40 and 42. Cf. Exaugural Message of Gov- 
ernor Crawford, January 5, 1909. H. J. 1909, pp. 35-40. 

3 It would be difficult to match the following bit of chicanery from the local 
annals of any state. In 1896 Union county returned bank assessments as follows: 
“Moneys of banks, $9,416; credits of banks, $9,780; bank stock, none.” Since 
the banks of this county had considerable capital, the state board raised the “‘ credits 
of banks ” in Union county 300 per cent, and certified this action to the county 
board. In the following September the latter adopted the resolution below: 

“Tt appearing to the satisfaction of the board that the assessment for 1896 of 
the Union County Bank and the Citizens’ Bank were erroneously entered in the 
assessor’s book under the head of ‘ credits ’ when the same should have been entered 
as ‘moneys of banks,’ therefore the auditor is directed to strike out such assess- 
ment under the head of ‘credits’ and to enter the same under the head of ‘moneys 


of banks’ at the same respective valuations as returned by’ the assessor under the 
head of ‘credits.’”” Quoted in Letter of Transmittal of Report of State Auditor, 


1896. 
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earnings, and the appellant company (The Wells Fargo Express 
Company) received in consequence a reduction of taxes from 
$8116 to $517.1 

There is no intention to exonerate wholly the state board of 
equalization by this brief recital of the local obstructions to better 
administration. Being an ex officio board, and having to deal 
with the locally administered general property tax, it would in all 
probability have failed without them. They do make the failure 
more complete than it would otherwise have been. Various state 
officials have realized the situation, and have occasionally sug- 
gested a certain degree of central supervisory control. Thus, 
Governor Mellette said, in 1893, that the only way to secure 
uniformity was through a state board with power to adopt and 
enforce regulations for the guidance of assessors.2 Three years 
later the state auditor proposed a “‘ tax statistician and adjuster ” 
who should seek out and list omitted property and make other 
adjustments after the state equalization.* In 1905 Governor 
Herreid recommended the appointment by the state board of 
equalization of a “ state tax commissioner’ who should super- 
vise the assessors, establish standard valuations for various 
classes of taxable property, and secure uniformity of action by 
the assessors.* 

These suggestions are indicative of the slow but gradual evolu- 
tion of opinion on the subject of central administration. The 
general problem was considered again, and more definite recom- 
mendations were advanced, by a special tax commission which 
reported in 1g11.° This commission did not make an elaborate 
investigation of tax conditions in South Dakota, although even a 
superficial observation sufficed to establish the case against the 
tax system. Greater emphasis was laid, in its recommendations, 
however, upon the need of stronger central administrative control 

1 214 Fed. Rep. 180. 

® Exaugural Message of Governor Melleite, January 3, 1893. H. J. 1893, p. 13. 

3 State Auditor, Report, 1896, pp. vi-xi. 

* Exaugural Message of Governor Herreid, January 3, 1905. H. J. 1905, pp. 29, 


30. 
° The report was not published. A manuscript copy is in the office of the state 
tax commission. 
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than upon the need of changing the tax system. The latter would 
require a constitutional amendment, while there was some pros- 
pect of relief through administrative reform without a revision of 
the organic law. In 1913 the proposals for the creation of a state 
tax commission were accepted by the legislature.' 

The state tax commission of South Dakota was to consist of 
three members, appointed by the governor with the consent of the 
senate, for a regular term of six years at an annual salary of $2000. 
The governor was to select persons known to possess knowledge 
of the subject of taxation. The principal duties of the new com- 
mission were the state equalization, the assessment of certain 
classes of corporations (those formerly assessed by the state board 
of equalization), and the supervision of the local officials. In 1915 
the inheritance tax law was revised, and the tax commission was 
placed in charge of its administration.’ 

The results which have been accomplished by the tax com- 
mission may be best appreciated by an examination of the figures 
showing the course of assessments of all property. These figures 
are given in the following table: * 


ASSESSMENT OF ALL PROPERTY IN SouUTH DAKOTA, 1911-16 (MILLIONS) 


F land Lots and 
Year sp nore. fae se cere sae adel Total 
tures ments 
SOMES cea call ape ie $38.2 $3.7 $58.6 $34.2 $349.6 
TOM echoes 220.0 40.3 3.9 55-9 34.2 354.3 
TOU Go eras lets aw. 764.8 110.0 dy 170.5 132.1 I,1Q5.1 
LOMA eae stays 782.6 106.0 25.85 169.4 137.6 1,220.4 
TOUS eae = 818.4 108.1 26.2% 180.2 138.5 toe 
LQLOwe wars taber an 832.7 109.9 2764 194.9 138.5 1,303.1 


The most significant thing revealed by these figures is the 
immense increase in values in the first assessment made in 1913 
under the supervision of the new tax commission. The new mem- 
bers had entered office filled with the determination to see all 

1 Laws of South Dakota, 1913, ch. 352. 2 Tbud., 1915, ch. 217. 
3 Compiled from the reports of the Commission. 


4 Includes those corporations centrally assessed only. 
5 Includes unplatted lands in cities after 1914. 
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property placed in the duplicate at full value, and this table pre- 
sents the results of their efforts. These efforts have included 
conferences with the assessors in most if not all counties, an 
extensive correspondence, and the use of improved forms for the 
assessment roll. In 1916 a brief but serviceable assessors’ manual 
was issued. 

In the second place, the total assessment of property has con- 
tinued to grow, even after the initial increase. The tax com- 
mission has retained its aggressive temper, and has succeeded in 
keeping the aggregate assessed valuation moving upward. 

But it will be observed that this subsequent increase has been 
made almost entirely by the two groups of farm lands and per- 
sonal property. City lots and improvements thereon were 
assessed higher in 1913 than in any later year to 1916, and the 
corporate property assessed by the commission has remained 
practically constant in the last three years. 

Finally, the table above furnishes a starting point for a brief 
discussion of certain aspects of the tax commission’s work. The 
first of these is the function of equalization. 

The power of the South Dakota commission in erie is 
very comprehensive. It is expressly authorized to equalize among 
individuals and townships as well as among counties and among 
classes of property. The legislature evidently intended that the 
function of equalization should be a very important means by 
which inequalities in the local assessment were to be corrected. 
The commission nowhere refers to its method of equalization 
either of real estate or of personal property aside from one brief 
allusion to the treatment of the returns of automobiles. It is 
impossible, therefore, to judge the soundness and precision of the 
results. Furthermore, the discontinuance of the practice of 
publishing both the local and the equalized valuation of the vari- 
ous classes of property, with the change made by the commission 
in each county, makes it impossible to discover whether there is 
greater or less activity in equalization than in the first biennium. 

The local returns were dealt with quite vigorously in this first 
biennial period, and changes were made in the assessment of farm 
lands in practically every county. The changes in the returns of 
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personal property were less extensive, although few classes 
escaped with no correction at all by the tax commission. These 
equalizing corrections were apparently confined to the county 
totals, and no attempt was made to check up the equity of the 
individual assessments or the intracounty equalization. In 
advocating the establishment of a county assessor in 1916, the 
commission advanced the argument that an adequate inspection 
of the work of the local assessors was impossible, and that nothing 
of this sort was undertaken except in appeal cases.! The work of 
the county boards of equalization was said to be equally unreli- 
able, with the result that many local inequalities undoubtedly 
escape attention and correction under the process of equalization 
as now performed. 

The tax commission has no set rule for the determination of 
corporate valuations, and consequently relies in a large measure 
upon the judgment of the members.? The board of railroad com- 
missioners is required to prepare an estimate of the value of rail- 
road property in the state for the use and guidance of the tax 
commission. In preparing this estimate the railroad commis- 
sioners are authorized to employ an expert if this seems desirable. 
Figures of this sort doubtless bulk large in the independent cal- 
culations of the tax commissioners. No data are available as to 
the relative weight given to the various factors called for in the 
reports required of the different classes of corporations. While it 
is true, as Professor Adams says, that an ad valorem assessment 
of corporate property is ultimately and at bottom a matter of 
judgment, it is highly important that the judgment be aided and 
guided by the most thorough and careful consideration possible of 
all the available data bearing on the value of the property. A 
sound technique in handling these materials is an essential req- 
uisite to the exercise of proper judgment in their modification for 
the purpose of establishing a proper valuation for taxation. 


The table above reveals a rather striking increase in the assess- 
ment of personal property, not only in the first year of central 


1 South Dakota Tax Commission, Report, 1916, pp. 7-15. 
2 Interview with H. B. Chapman, Secretary to the Commission, August 30, 1916. 
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supervision but also in the last two years covered by these figures. 
It will be of interest to analyze these figures further since the 
details of the personal property schedule will shed light upon one 
of the most important questions in American taxation — the 
operation of the general property tax under centralized adminis- 
tration. This analysis is presented as an appendix to the chapter. 

The details of the personal property assessment before 1913 are 
not available but the experience of South Dakota during the past 
four years establishes conclusively the breakdown of the general 
property tax in that state. It is the familiar story of the failure to 
secure an adequate return of intangibles, the essential inequality 
of uniform taxation. The increase in the total of personalty, 
when seen in detail, proves to have been an increase primarily in 
a few classes of tangibles, notably live stock and vehicles. The 
strict provisions for forcing a return of intangible property have 
been useless legislation. One of these, the penalty for failure to 
declare property, has recently been sustained by the court.’ 
Though the penalty for the omission was collected in this case, it 
will have no appreciable effect in stimulating fuller returns of such 
property. The commission recognizes the futility of the present 
situation and in 1916 was sponsor for a number of constitutional 
amendments, among them one providing for the classification of 
property for taxation. This amendment was defeated. 

Other proposals, not resting upon constitutional changes, in- 
clude the establishment of the county assessor system, less fre- 
quent assessment of real estate, the adoption of a state budget 
system and numerous other minor suggestions.* The commission 
admitted its inability to supervise adequately the host of district 
assessors, and asserted that because of this condition serious 
inequality, evasion, and undervaluation still existed. A limited 
number of reassessments have been ordered, but the total addition 
to the tax duplicate in this way has been inconsiderable. 

1 See below, p. 626. 

* Reported in the Bulletin of the National Tax Association, ii, pp. 115, 116, 
January, 1917. 

3 National Tax Bulletin, ii, p. 47, November, 1916. This was the third defeat 
for such a proposition since 1908. Nevertheless, the same program is before the 


people again at the next general election. Jbid., p. 202, April, 1917. 
4 South Dakota Tax Commission, Report, 1916, p. 6. 
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THE STATE Tax COMMISSION OF NEVADA 


In the task of reforming the administration of the tax system, 
the citizens of Nevada encountered a situation which differed 
from that of most western states on account of the peculiar 
economic conditions that have prevailed and because of certain 
features of the revenue system. The population is small, though 
the land area of the state is large. Much of the land is arid desert, 
and a considerable proportion of the arable and pasture land is 
held by the large ranch owners and devoted chiefly to stock rais- 
ing. Agriculture is conducted as an auxiliary industry to stock 
raising. The other leading industry is mining. The census returns 
for 1910 show that about 1o per cent of the 26,600 homes in 
Nevada are located in country districts. This small minority, 
however, together with the banks which finance their agricultural 
pursuits, are in control in the state. They are opposed to land 
subdivision and an increase of the rural population, with its sub- 
stitution of intensive farming for stock raising. They are also 
naturally interested in paying as small a share of the common tax 
burden as possible. 

The basis of the state revenue system is of course the general 
property tax. The state’s own revenues are derived principally 
from a direct tax, levied as a rated instead of as an apportioned 
tax, upon the locally assessed valuations. Under the constitution, 
the legislature must fix this rate of levy for two years in advance, 
using the appropriations and the estimated assessed value in 
determining it. Without central supervision of the local assess- 
ment it has been an easy matter for the assessors to reduce their 
local duplicates until the previously established state levies would 
not yield sufficient revenue to meet the state expenses. Fortu- 
nately for all concerned the constitutional limit on the state debt 
was only $300,000, so that a policy of deficit financiering by bor- 
rowing to pay current expenses could be of short duration. The 
aggregate deficit for the years 1909-12 inclusive was $481,769.} 
By the end of this period the bond limit had been reached and the 
impending revenue crisis forced some action to relieve the state 


treasury. re 
y 1 Nevada Tax Commission, Report, 1914, p. 5. 
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The outcome of the preliminary discussion was the creation of a 
Citizens’ Committee on Economy and Taxation. This committee 
did not make an elaborate investigation, but its researches were 
sufficient to disclose the fundamental weaknesses of the existing 
tax system.! The tax reform program suggested as the result of 
this brief study included the repeal of all constitutional provisions 
requiring uniformity of assessment and taxation; the abolition of 
the state tax and bullion agent, and the establishment of a state 
tax commission.? Of these recommendations the only one acted 
upon was that for the creation of the state tax commission, which 
was provided in 1913.’ It was to consist of three members, two 
of whom were to be appointed by the governor for a term of 
four years at a salary of $3000. The third member was to be the 
first associate commissioner of the state railroad commission, ex 
officio. He was to act as chairman, and without additional com- 
pensation for his services on the tax commission. The commission 
was to make the state equalization, assess certain classes of cor- 
porations and exercise general supervision over the tax system. 

State equalization by an ex officio board had been introduced in 
1891, but the results did not meet with popular approval and the 
board was abolished in 1903.4 In 1901 the county assessors were 
constituted a state board of assessors, which was required to meet 
annually at Carson City and assess certain classes of property.® 
With the aid of the railroad commission the assessed values of 
railroads were increased, but the board soon became the tool of 
the railroad interests. Reference has been made to the tactics 
employed in 1906.® 

It was but natural that, under the conditions existing in 
Nevada, serious inequalities should develop in the actual basis of 
assessment. As a result of its investigations the commission 
estimated that the following variations in the ratio of assessed to 
true value were typical: 7 

1 Report of the Citizens’ Committee on Economy and Taxation, pp. 99-101. 
2 Tbhid., pp. 99-101. 

3 Laws of Nevada, 1913, ch. 134. 

4 Ibid., 1891, ch. 51; ibid., 1903, ch. 69. 

SEL bid A xOOL Caso: 6 Cf. above, pp. 36, 37. 

7 Letter from J. F. Shaughnessy to Professor C. J. Bullock, March 11, tots. 
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Property Assessed at 

RAT OAGS Sewer ACEI ea Seen rasa AA SEE EPs Gee Gee Ry 50 per cent 
BUG tilities cee ites eeL irs tha haase sien S2OR GO. ke oe 
ht CUESTA GY BE cat) TTR oer RE oe rae Tee 
LETS bare tS 5 eae gE ert toed ne Ce gonna it 
Agricultural and grazing land (privately owned)........ 20-30 “ “ 
BROWS DTODEni ya rue Meee et orc aor EPL ees cirk toca AOnTOOne oe 


It was decided to bring all property to a 60 per cent basis in the 
equalization of 1914, and to that end the assessors were instructed 
to make such increases as would be required to accomplish this 
result. The assessment of town property was not disturbed 
because of depleted resources, but the net result was the addition 
of $33,717,000 to the tax duplicate for 1914.! 

This drastic action, with its promise of more to follow, aroused 
the opposition of those who had been profiting from the old 
regime, and in 1915 the original tax commission act was replaced 
by a substitute which reduced the commission’s powers in certain 
important respects.? This act reorganized the tax commission by 
enlarging it to five members, three of whom were to be the state 
railroad commissioners acting ex officio, and one of whom was to 
be a practical land and live-stock man. The governor was to be 
ex officio chairman, which left but one member to be appointed. 
This appointee, chosen for a two-year term, was also to serve as 
secretary of the commission. The powers of corporate assessment 
and general supervision were not disturbed. The principal change 
made by the amendment of 1915 was the restoration of the county 
assessors to power by requiring them to sit with the new tax com- 
mission as the state board of equalization. Should this new board 
fail to make such corrections in equalization as would yield the 
necessary state revenue, the tax commission was authorized to 
insure the state against a deficit by a further equalization. The 
influence of the dominant economic class — the stock raisers — is 
seen in the provision that live stock is to be equalized at the 
values established by the state board of equalization, a body 
controlled by the locally chosen and controlled county assessors. 


1 Letter from J. F. Shaughnessy to Professor C. J. Bullock, March 11, 1915. 
2 Laws of Nevada, 1915, ch. 153. 
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The new commission has not published sufficiently detailed sta- 
tistics to permit of a close examination of its results. The aggre- 
gate duplicate has been rising steadily, from $106,000,000 in 
April, 1913 to $175,734,000 in 1916. The only reported class of 
property which has not shared in this increase has been privately 
owned lands which in the last two years have fallen below the 
assessment of 1914. The assessed valuation of live stock has 
risen from less than $6,000,000 in 1913 to $15,000,000 in 1916, 
but according to the data compiled, showing the true number 
and value of live stock, a considerable quantity of the differ- 
ent live-stock groups is still entirely unassessed. The commis- 
sion estimates that about 1o per cent of the intangibles are 
listed. In recognition of the impossibility of securing an ade- 
quate return of this property, the commission has been recom- 
mending the abolition of the uniform rule and the classification 
of property. 

The principal reforms that appear now to be needed in Nevada 
are first, the elimination of the constitutional provisions which 
limit and restrict the legislature and tax administrative bodies; 
second, the abandonment of uniform property taxation, and 
third, the restoration of the tax commission of 1913 to full 
supervisory authority over the tax system. The commission is 
advocating all of these reforms, but there remains yet a con- 
siderable amount of prejudice and open opposition from those 
interests whose tax burdens would be increased — and justly 
so — by the change. 


THE STATE Tax Commission oF NEw Mexico! 


The principal functions of the New Mexico tax commission are 
the assessment of certain public utilities, banks, and live stock; 
the investigation of appeals brought against the action of the 
county boards of equalization and the correction of improper 
assessments when discovered through such investigations; and 
rather feeble advisory supervision over the local officials. On 
account of the narrow range of authority and the limited appro- 
priations the New Mexico tax commission has been able to make 


1 Established by Laws of New Mexico, 1915, ch. 54. 
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but little headway thus far in correcting the abuses which had 
developed in the tax system.! The whole conception of the pur- 
poses and scope of the modern tax commission needs material 


broadening, in New Mexico, if these defects are to be dealt with 
at all satisfactorily. 


1 Cf. New Mexico Tax Commission, Report, 1916, pp. ro ff. 
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APPENDIX A, CHAPTER XVIII 


(a) THE ASSESSMENT OF CORPORATIONS IN COLORADO, 1912-16 
(THOUSANDS OF DOLLARS) 


Corporation 


INGTOAdS yee tree teen 


WNelephonese eee eee 
Aelegrap iver eee eno 
EXDIeSS acne ata srereeoare 
Sleepingical ee een 
Foreign-car lines... ......- 
Self-winding clock company 
Local public utilities....... 


HROtAlS Since eevee: 


1912 


54,039 
3,791 
940 
586 
456 
486 

13 


60,912 


1913 


174,774 
10,842 
1,507 
1,572 
I,108 
852 

39 


59,540 


260,242 


1914 IQI5 1916 
179,401 | 173,499 | 168,911 
10,842 10,559 12,742 
1,496 1,478 1,608 
1,420 1,353 1,462 
1,101 I,IOI I, IOI 
762 676 632 
39 26 25 
66,898 | 64,993 | 55,969 
262,019 | 253,686 | 242,451 
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APPENDIX A — continued 


(0) Tue AssESSMENT OF PERSONAL PROPERTY IN COLORADO, 1912-16 
(MILLIONS OF DOLLARS) 


IQI2 1913 IQI4 IQI5 1916 
I. Tangibles 
IVE StockKaln ake tee 18.0 Bay, 61.4 OT 81.5 
Wehicles jist: see os 3.6 7.0 8.5 10.5 13.9 
Musical instruments, 
clocksNete: cr atrenon Psi) 4.2 4.6 4.7 5.1 
Implements, machinery..| .... Bor 6.6 7.4 7.6 
Merchandise. a. mh o.-1- 16.7 39.0 39.3 40.7 41.7 
Manufacturers’ stocks... . Bs 10.8 8.2 12.0 19.4 
Household and personal..| 12.1 18.0 18.9 19.2 20.4 
Furniture, fixtures....... 3.9 5.8 5-9 5-0 5.6 
Motalsphoete charts) 00.5 140.6 153.4 E7250 195.2 
IT. Intangibles 
Bank depositses ...: .--.. a7 2.0 12.6 Pie 1387 
Unsecured credits....... 3.2 GAY 15.1 15.6 16.3 
Secured reditstey ite. e eu D 6 4.9 5x0) Bae 
Bankshares sia tas. aero 7.8 DRS 22.8 Diy 20.9 
Corporation stocks...... I eee x3 Re) aie 
MN OTAIS ete wees tremens 12-0 43.4 Se 54.4 56.2 
III. All Other Property .... 4.9 bya 3.4 23 2.6 
GrandscOralsmereicnes - Wee: 187.1 2.5 229.8 245.0 
Deduct exemptions......} 16.4 31.8 45.9 43.5 Ae 
otal taxables jee. ol) Ox.0 7553 166.6 186.3 206.3 


Note: The published figures for 1912 show an item of special privileges, franchises, etc., with a 
total assessment of $11,900,000. The highest figure for this item since 1901 had been $959,000 in 1903. 
The sudden increase was made in Denver county, and apparently represents the local assessment of 
the public utilities, though no return had been made under this item from Denver county since 1908. 
The amount reported under this head drops to a negligible figure after 1912, and is omitted from the 
table. The assessment of public utilities by the tax commission is shown in table (a) above. Cf. 
Colorado Tax Commission, Report, 1912, p. 23. 
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APPENDIX B, CHAPTER XVIII 


THE ASSESSMENT OF PERSONAL PROPERTY IN SOUTH DAKOTA, 1913-16! 
(MILLIONS OF DOLLARS) 


Classification 1913 IQI4 IQI5 1916 


I. Tangibles 


Livewstocksterce «cia chon serrate 87.9 86.8 95-7 104.8 
Vehicles sriaey eet ae ase ae 7.6 10.7 12.3 15.4 
Musical instruments.......... 2.8 2.9 3.0 Bei 
Household and personal....... Bey, 4.5 4.7 4.8 
Tools, implements, machinery . 10.1 7.9 8.1 8.5 
Goods, wares, merchandise .... 23.8 22.8 22.5 2.27 
Elevators, warehouses, and im- 

provements on public lands. . 6.7 5.3 Ge 5.0 
Otherstancibles2ie. sccm ee Bea 4.1 4.5 3.9 


IT. Intangibles 


Money siecis oer. ceinm a eenrs 5.5 4.4 4.2 3-9 
Creditsmercaar 2.7 3.9 3.8 3.9 
Bankestockhereerranrr certain II.9 12.3 12.6 13.4 
Other bonds and stocks....... 3 I 2 I 
Stocks of domestic insurance 
Companies ea suck soe ee 6 Ay A, aT 
Total intangibles......... 200 21.4 21.5 22.0 
Street Railways, etc. ......... Tigi! 267 2.8 2.9 
Grancditotalsmremiter tte 170.2 169.1 180.2 191.6 


1 Compiled from the reports of the commission. 


CHAPTER XIX 


CONCLUSION 


No attempt will be made in this final chapter to summarize in 
detail the material covered in the preceding chapters, nor will it 
be possible to review the conclusions reached upon every point 
raised. The principal conclusions which may be drawn from a 
study of the recent administrative tendencies in American taxa- 
tion will, however, be given. 

With regard to the organization of the tax departments, it 
seems clear that the most satisfactory results will be obtained by 
establishing a fairly long term, providing stability of tenure, 
salaries large enough to attract able men, and securing the tax 
commissioners against the distracting influences of partizan 
politics, both in their appointment and in the fulfillment of their 
duties of office. Circumstances may require variation in the size 
of the board, but it appears probable that the best results will 
generally be secured from a commission of three members as 
against the single commissioner or the board of five or more mem- 
bers. In any case, the experience with ex officio members yields 
a perfectly clear conclusion — no commission should be hampered 
with members so chosen. Further, it is equally clear that the state 
loses by burdening its tax department with miscellaneous minor 
duties which are in no way connected with the subject of fiscal 
administration, or at most but remotely related to that problem. 
The North Carolina corporation commission is evidently ex- 
pected to give its spare time to tax administration. In Massa- 
chusetts and West Virginia the tax commissioner is required to 
act as commissioner of corporations, and in Washington the com- 
mission acts as an excise board, supervising the issue of liquor 
licenses for the state. The system of license taxes in West Virginia 
involves duties the burden of which is quite in excess of the 
financial return to the state, since the problem is so largely regula- 
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tive in character. This tendency is unfortunate for the develop- 
ment of the most efficient administration of the central problem 
of equitable taxation. 

Turning to the positive accomplishments of the state tax 
departments, the first point to be noted is the gain that has been 
made in the assessment and equalization of real estate, over the 
conditions which had been universal before the advent of the tax 
commission. The primary cause of this improvement was the 
novelty of the new boards and of central supervision in any degree. 
The local assessors were awed by the mere existence of supervising 
boards, the scope and significance of whose authority was but 
vaguely understood. The first results in Indiana, Wisconsin, and 
Michigan are to be attributed in no small degree to this fact. As 
the novelty wore off, however, closer supervision over the local 
officials was found to be necessary, and where the authority 
requisite for this oversight did not exist the local standards 
gradually declined. 

But the improvement in state equalization has not sufficed. 
The assessment of real estate is still a local affair, and even with 
a more effective state organization a sufficient incentive to com- 
petitive undervaluation has been found in the possibility of 
evading county and other local taxes apportioned over more than 
one tax district. Moreover, investigations in many states have 
shown that serious inequalities exist between individuals and 
classes of property in the same district. For these conditions the 
only remedy seems to be greater control over the original assess- 
ment and the development of a check upon the local assessors 
sufficiently powerful to detect and eliminate all attempts to derive 
advantage from competitive undervaluation or from downright 
evasion. Various writers have pointed out that the separation of 
sources of revenue means the withdrawal of state oversight of the 
local assessment and equalization, and that the truth seems to be 
that more oversight, and not less, is needed. While it may be 
argued that a good assessment is the best equalization, and of this 
there is no denial, yet it must be said that the state cannot shift or 
evade its responsibility for the oversight necessary to prevent 
injustice and inequality in local assessments. Prevention may be 
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better than cure, but the emphasis upon preventive ideals must 
not obscure our view of the practical curative agencies which may 
be necessary in the meantime. The functions of equalization and 
supervision are in a sense complementary. 

A further gain made by the state tax commissions has been the 
development of improved technique in tax administration, 
especially in testing the local assessments and the assessment of 
corporate property. For obvious reasons none of the state boards, 
of the type common before the advent of the tax commission, 
could have made this development. Probably the most efficient 
method for correcting the errors in local real estate assessments, 
whether due to conscious attempt at undervaluation or to sheer 
ignorance of values, is the sales method of equalization. This plan 
appeared in various states, in New York, in Connecticut, and per- 
haps elsewhere. For its development into a highly efficient tech- 
nical device, most credit is due the Wisconsin tax commission. 
Some form of the system is now in use in a number of states, but 
personal observation of the methods followed in the compilation 
of the sales ratios casts some doubt upon their entire accuracy, 
especially when used for the purpose of equalizing assessments of 
corporate property in different tax districts. Whether the sales 
ratios are accurate or not, their mere use in equalization will tend 
to check competitive undervaluation by negativing its results, 
since any uncalculable change in the local figures by a state board 
would operate in this way. But unless the ratios be thoroughly 
reliable there is no assurance that the state board’s results guaran- 
tee justice among tax districts or classes of property. In some 
states a careful revision of the sales material and of the present 
methods of preparing the ratios seems necessary. 

It should further be added, as an explanation of the greater 
relative success in the assessment of real estate, that land is of all 
property the most difficult to keep off the tax duplicate. The 
only guarantee against some evasion of real estate, however, is the 
use of tax maps upon which every parcel of land is shown and 
properly described. And since a proper assessment is furthered 
by a certain analytical treatment of the property to be assessed, 
classification of real estate and separate returns of land and 
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improvements are very essential. As yet these requisites of 
proper assessment are used in but few states though many com- 
missions have begun to urge their introduction. In general the 
experience of the last decade in the assessment of real estate shows 
that still greater control over the assessment is necessary in order 
to attain the legal standard of full cash value. 

The achievements of the new tax departments have been 
remarkable, also, in the assessment of corporate property, as com- 
pared with the results under the former state boards. Here the 
gains have not been due so much to the novelty of the change — 
for central assessment of corporations had been practiced for 
many years before 1891— but rather in the performance of this 
function by more or less expert bodies giving their whole time and 
attention to the subject and using much more careful methods of 
procedure than had ever been known before. In these respects 
there was an element of novelty which was not without its effect. 
The chief improvement in methods developed by the state tax 
commission for the assessment of corporations has been the phys- 
ical valuation. Originally used for taxation purposes by the New 
Jersey board of state assessors in the eighties, this method of 
arriving at an independent determination of value has spread to 
a number of states, though the emphasis upon it is still far from 
uniform and a temporary reaction appeared a few years ago in 
Michigan, the state which did most to popularize it. Nowhere, 
however, is the physical valuation taken as the taxable valuation 
without some modification. The earlier policy was to hold in 
strictest secrecy the essential methods of modifying the engineer’s 
figures, but very complete descriptions have now been furnished 
to the courts and the public by the Wisconsin and other commis- 
sions. This willingness to publish the details of the system of 
valuation indicates the growth of scientific methods and of con- 
fidence in those methods. The principal reason, probably, for the 
secrecy of tax boards in earlier years was the realization that their 
procedure could and would be unfairly attacked. That is to say, 
the corporations were very eager to pick flaws and would have 
desired nothing better than to tie up the assessments in long legal 
proceedings. While the commissions’ methods were tentative and 


CONCLUSION 631 


their confidence in the results was less complete, the policy of 
secrecy offered obvious strategic advantages. The corporations 
have now come to accept the central assessment rather willingly 
as the tax commissions have acquired greater skill and experience. 
This change is bringing full publicity that removes one of the 
weightiest objections which has been raised against the ad 
valorem system of corporate taxation, the private office valuation, 
with no opportunity for the corporation or the public to know the 
details of the process. 

Comparing the results of ad valorem and gross earnings taxa- 
tion, the honors seem fairly evenly divided, the former system 
being more flexible and the latter more simple. Since flexibility is 
so desirable in a revenue system, however, the balance of advan- 
tage appears to lie with the ad valorem system in those states in 
which the board is capable of developing a careful and scientific 
method of application. This involves an accurate physical inven- 
tory and in addition a thorough study of the conditions of the 
business from many points of view by a board the members of 
which are properly trained for the task. Where no intensive 
study of the problem is possible, either by reason of the board’s 
personnel or a parsimonious financial policy toward the tax 
department, the simpler system would probably prove more satis- 
factory. This is especially true in those states in which the gross 
earnings have been used as the principal factor in determining 
valuation. Here it seems that the gross earnings system should be 
adopted outright. It is simpler, it is already the system de facto, 
and it is certainly more effective and accurate when applied 
directly than in such roundabout fashion, while the use of the 
more complex ad valorem method by unskillful or incompetent 
persons involves a considerable risk of unfair assessments. 

In the case of certain transmission and transportation com- 
panies, however, the tangible plant of which is a relatively less 
important factor in their earning capacity, the propriety of the 
ad valorem system of taxation is more doubtful. The cost of 
assessment is relatively heavy and the receipts are comparatively 
small. This method here violates the fundamental principle of 
economy in tax administration, a principle which is further 
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violated by the distribution of the receipts over hundreds of tax 
districts. The state treasury is certainly the more logical recipient 
of these taxes and the gross earnings system the more economical 
method of determining them, since the possible losses through 
inflexibility are offset by the greater expense of the ad valorem 
method. In addition, the tax commission would gain time for 
more important work by using the gross earnings method for such 
companies. 

The general tendency toward judicial review of the work of 
administrative bodies has manifested itself in a peculiarly unfor- 
tunate way in the assessment of corporations. It is highly illogical 
for the findings of fact of an expert administrative body to be sub- 
ject to review by a court, whose capacity for thorough review of 
such findings is often inadequate. The interests of the corporate 
and other taxpayers should be properly safeguarded by providing 
a review before the assessing board itself, with the right to protect 
every legal interest by an appeal to the courts. But the review of 
questions of fact by the courts is anomalous, and very largely 
destroys the object of the board’s existence for purposes of 
corporate assessment. 

On the whole, however, the results of centralized administration 
in the taxation of real estate and corporate property have been 
favorable. Valuations have been increased, better methods of 
assessment have been developed, and some improvements effected 
in the equalization of tax burdens. These accomplishments are the 
bright side of the shield, the reverse of which is presented when 
attention is turned to the assessment of personal property under 
the uniform rule. The aggregate assessment of personal property 
has been increased, it is true, except in New York state where the 
swearing-off process has flourished luxuriantly; but an analysis of 
the personal property returns in those states in which the data 
permit such a study reveals the fact that the increase has been 
largely in the groups of tangible property. Furthermore, there has 
been in some cases a distinct tendency to penalize the relatively 
unproductive forms of property, such as household furniture and 
personal belongings. Live stock has also contributed heavily to 
these increases. On the other hand, the figures for intangible 
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personal property reveal most clearly the failure of the uniform 
rule, even under centralized administration. The total assessment 
of intangibles has usually stood still, or has increased but slowly, 
while many of the individual items have declined. The occasional 
exceptions, such as the assessment of mortgages in Kansas and the 
gains made in Ohio since 1910, are not sufficient demonstration of 
the adequacy of the uniform rule in view of the otherwise uni- 
versal failure. It may be said that the powers of the tax commis- 
sions are not sufficiently inquisitorial at present to secure more 
general or complete listing of intangible property. The Ohio com- 
mission has contended that with more drastic control over the 
assessment a complete return of all property is possible. The two 
assessments made in Ohio under such conditions were of course 
inconclusive, but it is hardly conceivable that public opinion would 
long tolerate the degree of inquisition into private affairs needed 
to secure this end. The essential injustice of such taxation 
strengthens this view. A tax rate of 1 per cent, which is regarded 
by the conservatives as all that moderation could desire, amounts 
to an income tax of 20-25 per cent upon the return from many 
classes of investments. The experience with the income tax in 
Wisconsin has convinced that commission that the average tax- 
payer would rather be honest than not, unless confiscation is to be 
the result, but under the general property tax there is no assur- 
ance or safeguard against this outcome. The auditor of Cuyahoga 
county, Ohio, declared a few years ago that the existing tax rate 
of $1.55 per $100 could not be lowered, even with a resulting 
increase of the duplicate, without both city and county incurring 
grave danger of bankruptcy.! Prospects of this sort did not 
popularize the central assessment of all property in Ohio in 1914. 

Many of the tax commissions recognize the failure at this point, 
and some have already begun to consider possible substitutes for 
the uniform personal property tax, though this rule has been 
actually abandoned in but few states. The two most prominent 
substitutes that have been proposed are a state income tax and 
some form of classification of property. The experience thus far 
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with both of these proposed substitutes leads to the conclusion 
that success depends upon efficient state control. This is the 
judgment of the Wisconsin commission with regard to the income 
tax, and the experience of the Minnesota commission is equally 
clear concerning the administration of a classified personal prop- 
erty tax. Neither the separation of the sources of state and local 
revenue nor the perfection of the methods of equalization can 
wholly free the state from its responsibility for the supervision of 
local assessments. The striking success of the more recent Massa- 
chusetts income tax indicates the possibilities of a combined 
income and property tax. 

The scope and limits of this supervision are, however, more 
debatable propositions. Whether the Wisconsin plan of close 
state supervision and thorough review of local assessment, sup- 
plemented by wide distribution of data of values, or the recent 
Ohio experiment of complete state performance of the local 
assessment will prove the superior, time alone will tell. Both of 
these plans suffered from the disadvantage of employing the 
actual assessors for a part of the year only. This inevitably meant 
that inferior men were frequently chosen, men without steady 
employment, the less capable men of the community. Few per- 
sons in either state could afford to be a candidate for the relatively 
unremunerative office of town assessor, if their time were worth 
much more in some other employment. The plan suggested by 
the Kansas commission obviates this difficulty. Under it the 
county assessor would be required to view and assess all of the 
property of his county, taking at least a year to the work. If 
deputies were needed, only such number should be employed as 
could be given steady employment in the work of assessment 
throughout the year. This plan would require an adjustment of 
the assessment periods so that these permanently employed per- 
sons could perform the entire work. Some of the states in which 
centralized administration has been in vogue for years need to 
recast their assessment schedule in order to allow more time for 
certain phases of the work. 

The Wisconsin commission’s judgment on the desirability of 
complete state control of all local assessments appears to be 
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shifting as the good results of the closer codperation of state and 
local officials become more apparent. These results have been 
obtained by substituting the centrally controlled income tax 
assessor for the locally controlled county supervisor of assess- 
ments, by making greater efforts to instruct the local officials and 
to provide them with data on values, and by equipping the tax 
commission with ample powers of review and correction of the 
local results. 

Whether the assessors be elected locally or appointed centrally, 
three conditions must be met if assessments are to be materially 
improved. The first of these is the establishment of an inter- 
mediate official between the tax commission and the local assessor. 
Many states have already created the office of county assessor, but 
his allegiance has generally been local rather than central. The 
county assessor should be centrally chosen, or at least removable 
by the state tax commission. 

In the second place the tax commission should develop more 
adequate facilities for collecting and distributing data of values, 
especially sales data, and should be empowered to compel the use 
of these materials by the local assessors. This would require a 
revision of the systems now in use in some states for the collection 
and use of such material. Finally, there must be courageous and 
impartial exercise of adequate powers of revision of assessments, 
and the removal, if necessary, of the local officials. 

This administrative organization would probably be satisfac- 
tory for the assessment of real estate, classified personal property, 
and personal incomes, and possibly of local public utilities. It is 
doubtful if it would prove entirely satisfactory for the taxation of 
the larger corporations, both public and private, a task which can 
hardly be adequately performed except by the state tax commis- 
sion itself. Thus far, only the public service corporations have 
been centrally assessed, but the question may well be asked 
whether the local assessor is any better able to value the plant of a 
large manufacturing company than he is to value the property of 
a railroad company. The suggestions of the Michigan Commis- 
sion of Inquiry of rg11 on this point have apparently met with 
little response. There is certainly great need of reform here, how- 
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ever, for the efforts of the local assessors are wholly inadequate 
and but few states make any attempt to supplement the local 
valuation of tangible property with a state valuation of the cor- 
porate excess or other compensatory taxes on private corporations. 
Reform of the methods of taxing private corporations must 
speedily engage the attention of tax commissions and legislatures. 

Among the most significant of the achievements of the state tax 
commissions has been the introduction of systems of uniform 
accounting and auditing for public offices and more careful atten- 
tion to budgetary questions. The development of a scientific and 
standardized system of public accounting lies at the very basis of 
any accurate study of public expenditures, and thus is an essential 
of budget reform. There is no evidence as yet of the control of 
budget estimates by the tax commissions, except in Ohio where 
the commission may veto the tax levies fixed by the county bud- 
get commissions. It is indeed doubtful if their functions should be 
extended so far, but their control of public accounting will make 
possible a much more dependable calculation of expenditures by 
the proper officials, and the introduction of precision at this point 
will stimulate greater accuracy in actual budget making. There 
is no doubt, also, that this greater precision in public accounts will 
contribute to economy of public expenditures by directing more 
general attention to the subject and providing more accurate 
information thereon. Economy in public expenditures will also be 
achieved by saving the state the considerable sums that are now 
improperly diverted from the public treasury, a species of em- 
bezzlement which is made possible by the loose systems of 
accounting in vogue. The tax commissioner of West Virginia has 
recovered thousands of dollars since state control of public 
accounting was instituted. 

The possibilities of molding and developing public opinion 
through the reports issued and recommendations advanced have 
only begun to be realized. Some commissions endeavor to make 
their periodical reports genuinely valuable documents, the perusal 
of which over the state is of the highest value as an educational 
influence. Others have apparently striven for the elimination of 
all analysis and discussion of their problems and for the publica- 
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tion of as barren and uninviting documents as possible. One is led 
to conjecture that the publication of such a report is an indication 
that very little analysis of the problem has been going on and that 
the commissioners have no vital message for the people. Whether 
this condition is a result of dry rot or overwork, it is equally 
serious for efficient administration. 

The course of development of the present systems of fiscal 
administration which has been outlined in this work reveals a 
steady progression toward greater state control. Beginning with 
virtually complete freedom of local assessment, there has been 
developed a steadily stronger and stronger control over the proc- 
ess of local listing and valuation of property, until eventually the 
state has assumed in several instances large powers of control. 
The Ohio experiment of complete state administration of the 
assessment marked, in this respect, a new departure in tax 
administration, the consequences of which really extend far 
beyond the present subject. The tendency which has been de- 
scribed in this work is that of greater state control of local admin- 
istrative processes with state assumption of those processes, like 
corporate assessment, which had clearly ceased to be local func- 
tions. This supervision by the state has been referred to above 
either as state control or as state administration of the local 
officials. On the other hand the Ohio plan meant that state 
administration, in the sense of responsibility for performance, had 
actually been substituted for local administration, and that the 
latter had ceased to exist. The general conclusion which has been 
reached from this study has been that state control of local admin- 
istration has been beneficial, and should be extended in some 
directions even further than at present, in order to permit the 
correction of certain defects still existing. Complete state assump- 
tion of the functions of local administration is, however, quite 
another matter and it is doubtful if this extension of state activi- 
ties can be justified. For the sake of local self-government, and 
even of democracy itself, can the state afford to deprive the local 
units of all responsibility in a field so important for the whole 
people as that of taxation? The problem is a serious one. It 
involves the loss of much that is vital in local government and the 
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extension at the same time of state activity in the interests of 
general welfare. The present movement toward central control, 
or central administration in that sense, cannot stop where it is. 
Certain means of a more efficient state oversight have been pro- 
vided and are being exercised. The financial system which en- 
couraged local negligence and cunning, while it penalized honesty 
and administrative efficiency, is being slowly but surely aban- 
doned. A most difficult but not impossible part of the task lies 
yet ahead, the development of a sense of local responsibility 
which can be trusted with the proper performance of certain 
functions, such as the assessment of real estate, the establishment 
of local tax levies, and the local equalization of assessments, which 
are after all local rather than central in character. There has been 
a beginning of this development in such states as Wisconsin, 
Kansas, Massachusetts, and Connecticut, though even in these 
states the task of awakening the spirit of local responsibility has 
been a heavy one. The tax commissions must realize, and bring 
the people in general to realize, the dangers which lurk in exces- 
sive bureaucratic centralization of the responsibilities of democ- 
racy. Not until this has been achieved can it be said that their 
mission is fully accomplished. 
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Business corporations. See Private busi- 
ness corporations. 


California special tax commission, 93. 
California state board of equalization, 
84 ff. 
Policy of, in equalization, 91, 92. 
California state tax association, 43, 98, 
99. 
California state tax commission, 96, 98. 
Camden county, Appeal from assessment 
in, 109. 
Canals, Taxation of, in New Jersey, ro1, 
102. 
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Capital stock, Taxation of, in California, 
9°. 

Car companies, Taxation of, in Kansas, 
444; in Washington, 369; in Utah, 83. 

Carver, T. N., 12. 

Cash value, in Ohio, 486. 

Census, United States, Commercial 
valuation of Railway Operating 

Property in the United States, 34. 
Wealth, Debt, and Taxation, 238. 

Centralized administration of corporation 
taxes. See Corporation taxes, Cen- 
tralized administration of. 

Certiorari, Writ of, in New York, 108. 

Chapman, J. W., 5, 28. 

“ Chattels real,” 337. 

Chicago Teachers’ Federation, 70, 75, 76. 

Civil War, Financial burden of, 23, 24, 
385. 

Classification of property for taxation, in 
Minnesota, 391, 302, 419; in 
Oregon, 476, note. 

Inequalities of, in Minnesota, 402, 
405. 

Recommended, in Michigan, 327; 
in New Jersey, 115; in Washing- 
ton, 377; in West Virginia, 3497 

Coal, oil and gas resources, Taxation of, 
in West Virginia, 337, 338. 

Cole, Law, 494. 

Colorado tax commission, 25, 26, 596 ff.; 
Powers of, 597. 

Commissioners of equalization in Con- 
necticut, 511, 513. 

Comparison of assessed with Census 
valuation of farm lands in Indiana, 
154, 156. 

Conference of assessors and tax commis- 
sioners, in Arizona, 606, 610. 

Conference of assessors, in California, 86; 
in Colorado, 603; in Florida, 518; in 
Indiana, 161, 176, 179; in New York, 
194; in Utah, 78; in West Virginia, 
340; in Wisconsin, 271, 272. 

Conference of county auditors, in South 
Dakota, 613. 

Confiscation of property, by high tax 
rates, 30. 
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Constitutional provisions on taxation, 25. 

Constitutional amendment, in California, 
96; in Colorado, 599; in Minnesota, 
AI. 

Connecticut, Early taxation in, 511. 

Joint committee on taxation and 
state finance, 515. 

Tax commissioner of, 511 ff.; Rec- 
ommendations of, 521. 

Cook county, Assessment of corporations 
in, 75. 

“ Cooley-Adams ” appraisal of railroad 
property, 290, 317. 

Cooley, M. E., 303. 

Corporate assessment, Method of, in 
Arizona, 608; in California, 95; in Col- 
orado, 602; New Hampshire, 528; in 
Ohio, 495, 496; in South Dakota, 617; 
in West Virginia, 334, 335; in Wiscon- 
sin, 286 ff. 

Corporate assessments, Equalization of, 
to assessment of other property, in 
Texas, 567, 568; in Washington, 361. 

Corporate assets, Taxation of, in Mary- 
land, 551. 

Corporate excess, Assessment of, 

Massachusetts, 219, note. 

Defective assessment of, in Minne- 
sota, 414. 

Determination of, in Massachusetts, 
216, 217; in Rhode Island, 536. 

Distribution of tax on, in Massa- 
chusetts, 221, 222. 

Review of assessment of, in Rhode 
Island, 539. 

Taxation of, in Alabama, 561; 
Illinois, 74; in Kansas, 443; in 
Maryland, 550; in Massachusetts, 
216 ff.; in Minnesota, 418; in 
Rhode Island, 535, 536; in Texas, 
565. 

Corporate property, Assessment of, in 
Colorado, 624; in Indiana, 18z in 
Kansas, 439; in Michigan, 329; in 
New Hampshire, 554; in Ohio 508; 
in Oregon, 468; in West Virginia, 336. 

Corporate taxation, Results of, in Cali- 
fornia, 98. 
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Corporation taxes, Central administra- 
tion of, in Alabama, 561; in Arizona, 
608, 609; in California, 94ff.; in 
Colorado, 601 ff.; in Connecticut, 518; 
in Illinois, 72 ff.; in Indiana, 163 ff.; 
in Kansas, 439 ff.; in Maine, 128, 129; 
in Maryland, s4off.; in Massa- 
chusetts, 216 ff.; in Michigan, 301 ff.; 
in Minnesota, 408 ff.; in New Hamp- 
shire, 528; in New Jersey, tor ff.; in 
New York, 106ff.; in North Caro- 
lina, 569; in Ohio, 53, 4o1ff.; in 
Oregon, 466ff.; in Rhode Island, 
535 ff.; in South Dakota, 617, 618; in 
Texas, 564, 565; in Utah, 8o0ff.; in 
Vermont, 542-544; in Washington, 
366 ff.; in West Virginia, 332 ff.; in 
Wisconsin, 257 ff. 

Corporations, Federal taxation of, 39. 

Interstate, Taxation of, in Rhode 
Island, 537. 

Returns of, to tax commission, 
Indiana, 166; in Kansas, 441, 
443; in Massachusetts, 216, 217; 
in Michigan, 304; in Minnesota, 
409; in New Jersey, 105; in New 
York, 198; in Oregon, 468; in Utah, 
81; in Washington, 363; in West 
Virginia, 333; in Wisconsin, 259. 

Correspondence between tax commission 
and local officials, in Minnesota, 414, 
415; in Wisconsin, 271. 

Cost of government, Investigation of, in 
Minnesota, 423; in Wisconsin, 282, 
283. 

Cost of reproduction, Use of, in corpo- 
rate assessment, in Washington, 365, 
366; in Wisconsin, 262. 

County assessor, in Alabama, 557; in 
Arizona, 606; in Colorado, 603; in 
Indiana, 151; in Kansas, 429, 447; in 
Nevada, 620; in North Carolina, 575; 
in Oregon, 473; in Washington, 371; 
in West Virginia, 331. 

County auditor, Powers of, in assess- 
ment, 17, 18. 

County board of review, in New Jersey, 
116; in West Virginia, 332. 


in 
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County board of tax assessors, in 
Georgia, 581. 

County budget commission, in Ohio, 487, 
note. 

County option, in Oregon, 473; in Wash- 
ington, 379. 

County supervisor of assessments in 
Maryland, 547; in Minnesota, 387; in 
Wisconsin, 271, 272. 

County tax commissioner, in Alabama, 
5575 559; 560. 

County tax rates, Increase of, in Minne- 
sota, 389, note. 

Credits, Exemption of, in Alabama, 559; 
in Washington, 377. See, also, moneys 
and credits. 

CustissVansi7e 


Davis, W. W., 576. 

Day, E. E., 8, 10, 11, 15, 19. 

Debts, Deductions for, in Kansas, 454; 
in New Jersey, 116. 

Decentralized tax administration, De- 
fects of, 10. 

Denver, Assessments in, 598. 

Department of Internal Revenue, 134, 
Eos 

Deposits in savings banks, Exemption of, 
in New Hampshire, 531, 532. 
Deputy state tax commissioner, in 
Massachusetts, 215; Duties, of, 220. 
Deputy tax commissioners, in Ohio, 503. 
Detroit, Equalization of pee as- 
sessments in, a 

Dewey, D. R., 2 

Direct tax, in nfo oada? 619; in New 
Jersey, 100, 104; in New. York, 57, 
185; in the southern states, 31. See, 
also, State Tax. 

District assessor. 
missioner. 

District boards of complaint, 
503. 

Dittey, R. M., 502. 

“Dollar sales,” Use of, in Wisconsin, 
249. 

Domestic animals, Assessment of, 
North Carolina, 573. 


See Deputy tax com- 
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Domestic corporations, Taxation of, in 
Indiana, 164; in Illinois, 74; in Massa- 
chusetts, 216; in New Jersey, 106; in 
Ohio, 494; in Rhode Island, 537. 

Doomage, 11; in Massachusetts, 225; in 
Wisconsin, 271. 

Douglas, C. H. P., 14. 

Dunn, J. P., 29, 150, 162. 

Durand, E. D., 30. 


Election of tax commissioners, in Ari- 
zona, 605. 
Electric railroads, Taxation of, in Wash- 
ington, 368; in Wisconsin, 264 ff. 
Equalization, in Alabama, 562; in Ari- 
zona, 605 ff.; in California, 84 ff.; in 
Colorado, 597ff.; in Connecticut, 
512 ff.; in Illinois, 66 ff.; in Indiana, 
152ff.; in Georgia, 580; in Kansas, 
427 ff.; in Kentucky, 590; in Maine, 
118 ff.; in Massachusetts, 223 ff.; in 
Michigan, 294ff.; in Minnesota, 
393 ff.; in Nevada, 621; in New 
Hampshire, 522, 525; in New Jersey, 
100 ff.; in New York, 57ff., 185 ff.; 
in North Carolina, 571; in Ohio, 47, 
482 ff; in Oregon, 461ff.; in South 
South Dakota, 612, 613, 616; in Texas, 
562, 563; in Utah, 77 ff.; in Vermont, 
541, 542, 544; in Washington, 353 ff.; 
in West Virginia, 341, 342; In Wiscon- 
sin, 241 ff.; in Wyoming, 593. 
Equalization, between corporate and 
other property, in Indiana, 170; 
in Kansas, 437, 438; in Michigan, 
310, 311; in Minnesota, 411; in 
New York, 200; in Ohio, 56; in 
Oregon, 468, 469; in Washing- 
ton, 360, 361; in Wisconsin, 252 
and note. 

By appeal, in Georgia, 583; in 
Indiana, 152, 153; in New Jersey, 
108, 110-112; in New York, 195; 
in Ohio, 490; in Oregon, 463. 

By county boards, in Alabama, 559; 
in California, 85, 90, 91; in Colo- 
rado, 600; in Georgia, 581; in 
Indiana, 177; in Kansas, 436, 
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note; in New Jersey, 107, note, 
108; in New York, 192, 193; in 
South Dakota, 613, note; in Texas 
563. 

Failure of, in California, 93; in Con- 
necticut, 515, 516; in Indiana, 
159, 160; in Illinois, 69, 70; in 
Kansas, 438; in Maine, 126, 127; 
in Massachusetts, 227; in New 
Jersey, 115; in Ohio, 51; in South 
Dakota, 614; in Utah, 80. 

Intra-county, in Indiana, 160, note, 
177, 178; in Kansas, 435, 436, 
note; in New York, 192, 193; in 
North Carolina, 575; in Ohio, 489; 
in Oregon, 463; in Washington, 
361 and note; in West Virginia 
341, 342. 

Local influence in, in Illinois, 71, 72, 
note; in Michigan, 292, note; 
297, 298; in New Jersey, 107; in 
New York, 192. 

Methods of, in Arizona, 606, 607; 
in California, 91, 92; in Colorado, 
598, 599; in Connecticut, 514, 
515; in Illinois, 67, 68; in Kansas, 
431, 436, 437; in Maine, 109; in 
Massachusetts, 224, 225; in 
Michigan, 294-296; in Minne- 
sota, 393, 394, 396; in New 
Hampshire, 525, 526; in New 
Jersey, 109; in New York, 58, 590, 
187, 189; in North Carolina, 571, 
572; in Ohio, 49, 50, 485; in Ore- 
gon, 461, 462; in South Dakota, 
616; in Utah, 79; in Washington, 
356, 357; in Wisconsin, 242 ff.; in 
Wyoming, 594. 

Ratios of, in Indiana, 158; in Kansas 
428, 429; in Michigan, 246, 255; 
in Minnesota, 393, 394; in New 
Hampshire, 525; in New Jersey, 
109; in New York, 61-65; 185, 
186, 194, 212, 213; in Ohio, 483; 
in Oregon, 461; in Washington, 
356; in Wisconsin, 246, 255. 

Results of, in Arizona, 606, 607; in 
California, 87, 89, 91; in Colo- 
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rado, 598; in Connecticut, 515, 
516; in Georgia, 581, 582; in 
Illinois, 71; in Indiana, 154-158; 
in Kansas, 432-435, 438; in 
Maine, 121-124; in Massachusetts 
227; in Michigan, 299, 300; in 
Minnesota, 396, 399, 400; in New 


Hampshire, 515, 516; in New 
Jersey, 111, 112, 115; in New 
York, 59, 66, 187; in North 


Carolina, 574, 575; in Ohio, 51, 
486, 487; in Oregon, 464-466; in 
South Dakota, 615, 616; in Wash- 
ington, 354, 359; in West Virginia 
342; in Wisconsin, 253-256; in 
Wyoming, 595. 

Equalization commissioners, in Massa- 
chusetts, 223, 224. 

Equalization court, proposed, in New 
Jersey, 113. 

Equipment companies, Taxation of, in 
Kansas, 444; in Wisconsin, 266. 

Escheats, in Washington, 381. 

Evasion, Early evidence of, 21, 22. 

Excise taxes, in Kansas, 444; in Maine, 
128, 129; in Massachusetts, 222; in 
Ohio, 480, 493. 

Ex officio assessment boards, Failure of, 
37; in Wisconsin, 238. 

Ex officio members, Drawbacks of, 7; in 
Indiana, 152; in Michigan, 203 ff.; 
in New York, 187; in Oregon, 460; 
in South Dakota, 614; in Texas, 564. 

Expenditures of government, Investiga- 
tion of, in Minnesota, 423. 

Express companies, Taxation of, in 
Kansas, 444; in Michigan, 304, 305; 
in Ohio, 493; in Washington, 368; in 
Wisconsin, 266. 


Faculties, Taxes on, in Connecticut, 
512. 
Fairlie, J. A., 23, 8, 15, 65, 66, 70, 73, 74, 
75, 79. 
Farm Animals, Assessment of, in Kansas, 
453; 1n Ohio, sos. 
Method of assessing, in Wisconsin, 
251, note. 
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Farm lands, Assessment of, in North 
Carolina, 572. 
Assessed value of, compared with 
census value, in Indiana, 154, 
156; in Minnesota, 400. 
Classification of, in Kansas, 433; in 
New York, 58. 

Farmers, Discrimination against, 
Maine, 125, in Wisconsin, 255. 

Favoritism, in railroad assessment, 36. 

Federal charter, Right of state to tax cor- 
poration holding, 94, 95. 

Federal income tax returns, Use of, in 
Connecticut, 518. 

Federal taxation of corporations, 39. 

Fee system, Evils of, in West Virginia,348. 

Fellows, W. B., 7, 526, 529. 

Finlay, J. R., 315, 316. 

Florida special tax commission, 576. 

Florida tax commission, 576 ff.; Powers 
of, 577. 

Ford special franchise tax, in New York, 
198. 

Franchises, Taxation of, in California, 
90, 94, 95, 97, 98; in Indiana, 167; in 
Kansas, 443; in Massachusetts, 220; 
in Minnesota, 413; in New Jersey, 
104, 106; in Ohio, 480, 494, 500; in 
Utah, 81. See, also, Special franchises. 

Freeman, D. R., 8, 32. 

Freight line companies, Taxation of, in 
Wisconsin, 266. 

Friedman, H. G., 28. 

Flagler estate, Assessment of, 580. 
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Galbraith law, 310. 

Garfield, J. R., 13. 

General Court, Equalization by, in 

Massachusetts, 224, 225. 

General property tax, Decentralized 
administration of, 7 ff.; in Cali- 
fornia, 85; in Indiana, 150; in 
Kansas, 424; in Massachusetts, 
214, 215, 223; in Michigan, 289; 
in Minnesota, 385; in New Jersey 
100; in Oregon, 458, 459; in 
Washington, 352; in West Vir- 
ginia, 330; in Wisconsin, 237. 
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Operation of, under improved ad- 
ministration, in California, 98- 
too; in Connecticut, 516; in 
Indiana, 155; in Kansas, 454; 
in Michigan, 323; in New Hamp- 
shire, 532; in Ohio, 505-507; in 
Washington, 378, 379; in Wis- 
consin, 273, 274, 277. 

Georgia tax commissioner, 580 ff. 

Granger movement, 6, 33. 

Greenbacks, Taxation of, in Indiana, 175. 

Gross earnings, as a factor in railroad 
valuation, in Indiana, 167, 168. 

Gross earnings defined, in Ohio, 499. 

Gross earnings tax, in California, 96, 97; 
in Connecticut, 518; in Maine, 128; in 
Michigan, 302; in Minnesota, 408 ff.; 
in North Carolina, 569; in Ohio, 492, 
493; in Rhode Island, 538; in Ver- 
mont, 542; in Wisconsin, 239, 258, 
268. 

Gross, earnings, Taxation of, compared 

with ad valorem tax, 262. 
Unconstitutional, in Vermont, 543. 

Gross receipts, Ratio of, to assessed 

valuation, in Ohio, 408. 


Haig, R. M., 76, 603. 

Hanly, Governor, 163. 

Hanna, H. S., 546, 548. 

Hansel, C. F., 105, 106. 

Harmon, Governor, 502. 

Hart, W. O., 31. 

Hedrick, W. P., 289. 

Herreid, Governor, 614. 

Hollander, J. A., 30. 

Home rule, The issues involved in, 42, 43. 

Household goods, Exemption of, in 
Oregon, 473. 

Hovey, Governor, 150. 

Howard, T. E., 150. 

Howard, G. E., 8. 

Howe, S. T., 426, 434. 

Huebner, S. S., 28. 

Huse; C5 Eso: 


Illinois special tax commission, 17, 69, 71. 
Illinois state board of equalization, 66 ff. 
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Income tax, in Massachusetts, 216, 228, 
235, 236; in South Carolina, 588, 
in Wisconsin, 278 ff. 

Cost of administration of, in Wis- 
consin, 280. 
Incidence of, in Wisconsin, 256. 
Proposed, in New York, 59, ror. 
Income tax assessors, as field agents of 
the tax commission, in Wisconsin, 245. 
Indiana commission on taxation, 162. 
Indiana state board of tax commissioners, 


177 i. 
Indictment, Use of, to punish evasion, in 
Chicago, 76. 


Inheritance tax, in Connecticut, 5109; in 
Massachusetts, 216, 234, 235; in 
Washington, 380; in West Virginia, 
347, 348; in Wisconsin, 281, 282. 

Initiative and referendum, 472. 

Intangible assets tax, in Alabama, 561; 
in Texas, 563, 564. 

Intangible property, Growth of, 29. 

Intangible values in corporate assess- 
ment, in Kansas, 442, 443, in New 
Jersey, 103; in Washington, 364, 365; 
in Wisconsin, 262, 263. 

Intangibles, Assessment of, in Alabama, 
558, 559; in Kansas, 454, 457; in 
Maine,124; in Massachusetts, 230; 
in North Carolina, 573; in Ohio, 
510; in West Virginia, 340, 344. 

Concentration of, in certain tax dis- 
tricts, in Massachusetts, 233. 

Escape of, 29, 30; in Indiana, 161, 
176; in Maine, 124; in Massa- 
chusetts, 230, 233; in New York, 
190; in Ohio, 505, 506; in Rhode 
Island, 541; in South Dakota, 
618; in West Virginia, 242. 

Exemption of, in Massachusetts, 
235; in Washington, 376, See, 
also, Moneys and Credits. 

In special franchise valuation, in 
New York, 202. 

Interborough Rapid Transit Company, 
204. 

Investment in exempt securities, in New 
Hampshire, 531. 
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Iron mines, Assessment of, in Michigan, 
317; in Minnesota, 404 ff. 

Iron, Tonnage and valuation, in Minne- 
sota, 407. 


Jamaica Water Supply Company, rot. 

James, A. E., 248, 255. 

Judicial review, in New York, 195, 196, 
198, 200; in Oregon, 466, 475; in West 
Virginia, 336, 342, 346. 

Judson, F. N., 9, 15. 


Kansas special tax commission, 25, 426, 
438. 

Kansas tax commission, 424 ff. Appro- 
priations for, 147. 

Kelly law, 491. 

Kennan, K. K., 279. 

Kentucky tax commission, 589, 590. 

Kinsman, D. O., 278. 


Lake Shore railroad, Assessed valuation 
of, in Ohio, 55. 

Lands, Assessment of, in Georgia, 584; 

in Nevada, 622; in Oregon, 464. 
Average value of, per acre in New 
York, 1850 to 1890, 65, note. 
Classification of, in Arizona, 606; in 
Tllinois, 68; in Maine, 120; in 
New York, 58, 59; in Ohio, 21. 
Timber, Assessed valuation of, in 
Washington, 375, note. 
Wild, Taxation of,in Maine, 125, 126. 

Lands and buildings, Assessment of, in 
Illinois, 69; in Indiana, 181; in 
Kansas, 452; in Minnesota, 402; in 
Oregon, 464; in West Virginia, 341, 
note. See, also, Real estate. 

Leaseholds, Taxation of, in West Vir- 
ginia, 344, 345. 

Leser, O., 24, 540. 

License taxes, in North Carolina, 569; in 
Oregon, 467; in Washington, 381; in 
West Virginia, 345-347. 

Live stock, Assessment of, in Florida 
579; in Maine, 120; in New Hamp- 
shire, 523; in Nevada, 622; in Ohio, 
55; in Oregon, 462. 
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Live stock interests, Influence of, in 
Nevada, 621. 

Local accounting, Supervision of, in 
Wisconsin, 282, 283. 

Local assessments, Inequality of, in 

Kansas, 435. 
Progress in, Wisconsin, 277. 

Local assessors, Qualifications of, in 
Wisconsin, 272. See, also, Supervision 
of local assessments. 

Local autonomy, 7. 

Local government, 8. 

Local officials, Failure of, in Connecticut, 
519, 520. 

Local option, 41, 42, 43, note, 473, 474. 

Local public utilities, Assessment of, in 
Wisconsin, 269, 270. 

Logs, and lumber, Assessment of, in 
Minnesota, 396. 

Lots and improvements, in Indiana, 181; 
in Kansas, 452; in Minnesota, 402; in 
Oregon, 464. 


Maine board of state assessors, 111 ff. 

Maine special tax commission, 119, 124, 
126. 

Maryland special tax commission, 26, 
548, 550, 551. 

Maryland state tax commissioner, 550. 

Maryland tax commission, 546 ff. 

Powers of, 547. 

Massachusetts commission on taxation, 
217, 228, 230. 

Massachusetts state tax commissioner, 
214 ff. 

Mathews, J. M., 8, 15, 16, 100. 

McCrea; wRoiGer Ons Anes 5 

Merchandise, Assessment oi, in Ohio, 
507. 

Merchants’ and manufacturers’ stocks, 
Equalization of, in Wisconsin, 252. 

Mellette, Governor, 614. 

Michigan board of state tax commis- 

sioners, 280 ff. 
Reasons for opposition to, 291-293. 

Michigan commission of inquiry into 
taxation, 311, 313, 318, 323. 

Miller, E. T., 562. 
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Mines and mineral resources, Survey of, 
in Alabama, 561. 
Mines, Appraisal of, in Michigan, 315, 
316. 
State assessment of, 38. 
Taxation of, in Arizona, 608, 609; in 
Michigan, 314 ff.; in Ohio, 401; 
in West Virginia, 337, 338, 3453 


in Utah, 82. 
Theory of appraisal of, in Michigan, 
317. 
Minnesota tax commission, 18, 24, 36, 
385 ff. 


Missouri tax commission, 590, 591. 
Money, Assessment of, in California, 89; 
in Kansas, 454; in Maine, 124 and 
note; in Minnesota, 416; in New 
Hampshire, 531; in Washington, 377, 
378; in West Virginia, 343, 344. 
Moneys and Credits, Assessment of, in 
Massachusetts, 232; in Ohio, sos. 
Exemption of, in Washington, 377. 
Taxation of, in Minnesota, 416, 419, 
420. 
Of corporations, Local apportion- 
ment of, in Ohio, 408. 
Moore, J. R., 72. 
Mortgages, Assessment of, in Indiana, 
176; in Kansas, 454; in Michigan, 
321, 322; in Minnesota, 419; in 
Wyoming, 495. 
Exemption of, in California, 88; in 
Wisconsin, 256. 
Taxation of, in California, 88, 90; 
in Massachusetts, 220, 221; in 
New York, 206ff.; in Kansas, 438; 
in Ohio, 507; in Wisconsin, 256. 


National banks, Taxation of, in Massa- 
chusetts, 222, 223. 
Net earnings, as a basis of corporate 
valuation, in Ohio, 496; in Oregon, 
469, 470. 
Capitalization of, in New York, 203; 
in Ohio, 496; in West Virginia, 
335- 
Net earnings of mines, as a factor in 
mine assessment, in Arizona, 607. 


667 


Net income, Proportion of, taken in taxa- 
tion in Maine, 125. 

Net proceeds of mines, in Utah, 82. 

Nevada tax commission, 610 ff. 

New Hampshire special tax commission 

528. 
New Hampshire tax commission, 521 ff.; 
Powers of, 524. 

New Jersey, Corporation taxes in, ror ff. 
State board of assessors, ror ff. 
State board of equalization, 114 ff. 
State board of taxation, 106 ff. 

New Mexico tax commission, 622, 623. 

New York board of state assessors, 57 ff. 

New York City, Assessments in, 188. 
Tax department of, 62. 

New York special tax commission, 60, 

note, 182, 184, 207. 
New York state board of equalization, 
Methods of, 59. 
New York state conference on taxation, 
192. 
New York tax commission, Appropria- 
tions for, 143. 
Functions of, 184, 185. 
Organization of, 142. 
Recommendations of, 211. 

Nichols Law, 493. 

Nightingale, H. T., 72. 

North Carolina tax commission, 560 ff. 

North Dakota tax commission, 511, 

note. 


Oath, Increased severity of, 13, 14. 
Ohio state board of equalization, 47 ff. 
Procedure of, 49. 
Failure of, 50, 51. 
Ohio state board of equalization for 
Railroads and Banks, 53 ff. 
Ohio special tax commission, 50, 52, 55, 
56, 479, 481, 492. 
Ohio state tax commission, 479 ff. 
Expenditures of, 148. 
Oil and gas, Taxation of, in West Vir- 
ginia, 344, 345. 
Ontario railroad commission, 290, 306. 
Operating property of railroads, Assess- 
ment of, in Washington, 367. 


668 


“‘ Ordinary Business Corporations,” 551. 

Oregon state tax commission, 4509 ff. 

Organization of tax commissions, Tabu- 
lar exhibit of, 132, 133. 


Parrett-Whittemore Law, 490, 500. 

Partisan politics, in Ohio, 504. 

Personal property, Assessment of, in 
Colorado, 625; in Indiana, 181; 
in Kansas, 452, 457; in Minne- 
sota, 417; in New Hampshire, 
530, 554; in New York, 189; in 
North Carolina, 573, 592; in 
Ohio, 506, 507, 509, 510; in Ore- 
gon, 475, 476; in South Dakota, 
626; in Washington, 376, 384; in 
West Virginia, 331, 343, 344, 351. 

Decreased assessment of, in New 
York, 189; in Vermont, 545. 

Defective assessment of, in Minne- 
sota, 396. 

Efforts to list, in Michigan, 321, 323. 

Equalization of, in Indiana, 158, and 
note; in Kansas, 437; in Michi- 
gan, 297; Minnesota, 395, 306, 
403; in Oregon, 462; in Wiscon- 
sin, 250, 251, and note. ; 

Escape of, in Connecticut, 515, 516; 
in New Jersey, 115. 

Exemption of, in Oregon, 476; in 
Washington, 376; in Wisconsin, 
250. 

Extension of list of, in Kansas, 455; 
in Washington, 355, 375; in West 
Virginia, 343. 

Failure to equalize, in New York, 
189; in Ohio, 490. 

Proportion of, to total assessment, in 
Connecticut, 516; in Kansas, 
438; in Minnesota, 403. 

Sworn inventory of, in New Hamp- 
shire, 531; in Ohio, 504; in Ver- 
mont, 545. 

RetetrseD Gass: 

Phelan, Ro V.,)22- 

Phillips, J. B., 602. 

Physical valuation of railroads, in Mich- 

gan, 307, 308; in New Jersey, 102; in 


INDEX 


Wisconsin, 260; by Interstate Com- 
merce Commission, 39. 

Physical valuation of street railways, in 
Wisconsin, 265. 

Pingree, Governor, 289, 290, 301. 

Pipe lines, Taxation of,in Kansas,443,444. 

Plaisted, Governor, 118. 

Plehnii@. G.,5;°88..80, 045 07. 

Political Code of California, 87. 

Political influences in local assessment, in 
Alabama, 557; in Colorado, 603; in 
Michigan, 292, and note, 293, 297; in 
Ohio, 490. 

Political manipulation of tax system, in 
Washington, 382, 383. 

Polleys, T. A., 247. 

Pothier, Governor, 533- 

Private business corporations, Taxation 
of, 38; in Connecticut, 518; in 
Minnesota, 413; in Ohio, sor. 

Central assessment of, recommended 
in Michigan, 318. 

Private office valuation of corporate 
property, in Michigan, 306; in Minne- 
sota, 410; in Wisconsin, 260. 

Public accounting, Central supervision 
of, in West Virginia, 348, 340. 

Public expenditures, Increase of, 27, 28. 

Public service commission of Washing- 
ton, 365. 

Public service corporations, Taxation of, 
in Connecticut, 518; in Indiana, 
170ff.; in Illinois, 72ff.; in Ohio, 
491 ff.; in Rhode Island, 538; in Wis- 
consin, 266 ff. See, also, Corporations, 
Taxation of. 

Pullman company, Taxation of, in Cali- 


fornia, 94; in Michigan, 312; in 
Wisconsin, 268, 269. 
Purdy, L., 188. 


Quadrennial assessment of real estate, in 
Kansas, 436, 448. 


Railroad and canal property, Classifica- 
tion of, in New Jersey, ror. 

Railroad and warehouse commission of 
Minnesota, 409. 


INDEX 


Railroad assessments, Apportionment of, 
in Oregon, 471. 

Central supervision of, in Ohio, 54. 
Railroad taxation, Central administra- 
tion of, in New Hampshire, 526, 522. 
Railroads, Assessed valuation of, in 

Illinois, 73; in Indiana, 168; in 
Michigan, 329; in Washington, 
365, note; in West Virginia, 336; 
in Wisconsin, 263. 

Comparison of methods of, 262. 

Local and equalized valuations of, 
in Ohio, 54. 

Local assessment of the operating 
property of, in New Jersey, 104; 
in Wisconsin, 263, 264. 

Method of assessing, in Indiana, 167, 
168; in Kansas, 441, 442; in 
Maine, 129; in Michigan, 306- 
309; in Ohio, 495, 496; in Oregon, 
469; in Texas, 566; in Wisconsin, 
286-288. 


a } 
Returns of, to tax commission. See 


Corporations, Returns of, to tax 
commission. 

Physical examination of, in Kansas, 
442. 

Physical valuation of, in Michigan, 
303; in New Jersey, 102; in Wis- 
consin, 258, 261. 

Revaluation of, in New Jersey, 104, 
105. 

Taxes paid by, in Ohio and else- 
where, 499. 

Railroad valuation, for rate making and 
taxation purposes, 566. 

Raper, C. L., 574. 

Rate of taxation, Average. See Average 
rate of taxation. 

Ratio of assessed to true value of per- 
sonal property, by occupational groups 
in Wisconsin, 255. 

Ratio of assessed to true value, in 
Indiana, 3157; in Nevada, 621; in 
New Hampshire, 525; in New York, 
185-187; 212, 213; in Ohio, 52, note, 
493- 

Rawles, W. A., 21, 149, 150, 162. 
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Real and personal property, Assessment 
of,in Alabama, 557; in Maine, 121; in 
New Hampshire, 530; in New Jersey, 
115; in Utah, 78. 

Real estate, Assessment of, in Indiana, 
175s elnansas, Assur soe in 
Minnesota, 397; in New Hamp- 
shire, 554; in Ohio, 48, 483, 486; 
in South Carolina, 585. 

Corporate, Assessment of, 37. 

Real Estate Dealers’ Association, 158. 

Real estate, Equalization of. See Equali- 
zation. 

Expert appraisal of, in Arizona, 
606. 

Loan value of, as guide in equaliza- 
tion, in Oregon, 462. 

Reassessment of. See Reassessment. 

Reappraisal of railroad and canal prop- 
erty, in New Jersey, 104-106. 

Reassessment, in Kansas, 451; in Mary- 
land, 548, 549; in Michigan, 325; 
in Minnesota, 415; in New Hamp- 
shire, 525; in New Jersey, 115; 
in New York, 193, 196; in Ohio, 
490, 502; in West Virginia, 332, 
341; in Wisconsin, 276, 286. 

Of moneys and credits, in Minne- 
sota, 421. 
Results of, in Wisconsin, 276, 286. 

Reed, Governor, 576. 

Representative sales, Weakness of, 485. 

Reserve Fund, in New Jersey, 108, 109. 

Revenue crisis, in California, 99. 

Revenue sources, Additional, in Rhode 
Island, 539, 540. 

Review and equalization by local boards, 
14-17. 

Review of assessments, by state board of 

equalization, in Colorado, 599. 
By state tax commission, in Kansas, 

451; in Michigan, 324, 326; in 

Ohio, 488; in Wisconsin, 274 ff. 

Rhode Island board of tax commis- 
sioners, 532 ff. 

Rhode Island tax act of 1912, 535. 

Robinson, E. V., 409. 

Robinson, M. H., 46. 
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Rockefeller estate, Assessment of, in 
Ohio, 501. 

Rolling stock, Assessment of, in Kansas, 
441. 

Rural interests, Discrimination against, 
in Wisconsin, 255. 


Salary of tax commissioners, 138 ff. 
Sales data, Collection and scrutiny of, 
in Wisconsin, 243 ff. 

Criticism of, in Wisconsin, 246, 247. 

Tests of, in Wisconsin, 243, 244, 248, 
284, 285. 

Use of, in New Jersey, 109; in New 
York, 194; in Ohio, 49. See, also, 
Methods of Equalization and 

Sales method. 

Sales department, Cost of, in Wisconsin, 
250. 
Sales method, Assumptions of, 485. 

Use of, in Colorado, 600; in Kansas, 
428, 429; in Michigan, 294, 295; 
in Minnesota, 393, 394; in New 
Hampshire, 523; in New York, 
61, 65; in Oregon, 461; in Wash- 
ington, 356, 357; in Wisconsin, 
242 ff. ; 

Defects of, in Kansas, 428, 429, 435; 
in Minnesota, 393, 394; in Wash- 
ington, 356, 358. 

Objections to, by Minnesota courts, 
249, note; in Michigan, 295, 296; 
in Ohio, 484, 485. 

Sales rejection, Causes of, in Wisconsin, 
246. 
Sampling, Use of, in Michigan, 296; in 
New Hampshire, 525. 
San Francisco banks, 9o, ot. 
San Francisco, Tax rates in, 99, note. 
San Mateo county, Evasion in, 85. 
Savings deposits, Escape of, in New 
York, 190. 
Taxation of, in Massachusetts, 222. 
Schedule of taxable values for guidance 
of assessor, in Massachusetts, 10, 19; 
in Vermont, 20. 
School fund, in New Jersey, 108; in 
Texas, 562. 
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Schwab, J. C., 15, 193. 

Schmeckebier, L. F., 581. 

School tax, in South Carolina, 588. 

Secrist; in, 432 

Securities, Taxation of, in Ohio, 506. 

Selection of tax commissioners, Basis of, 
139 ff. 

Seligman, E. R. A., 33, 38, 39, 183, 201, 
208, 270, 278, 423. 

Self-assessment, ro. 

Separation of the sources of state and 
local revenue, in California, 93, 96; in 
Florida, 577; in Kansas, 444, 445; in 
Ohio, 481, 498, 499; in Oregon, 471; 
in Vermont, 544; in West Virginia, 
330. 

Shaughnessy, J. F., 620. 

Single tax, 422; in California and Ohio, 
43, note; in Oregon, 465. 

Single tax league of Oregon, 43, note. 

Sleeping car companies, Taxation of, in 
Michigan, 304, 305; in Ohio, 493; in 
Wisconsin, 266 ff. 

Snider, G. E., 239, 258. 

Social reform, Taxation for, in Oregon, 
472. 

Somers system, in Arizona, 626; 
Denver, 600, note. 

South Carolina tax commission, 584 ff. 

South Dakota tax commission, 612 ff.; 
Powers of, 615. 

Special franchise, Assessment of, in New 

York, 204. 
Defects in taxation of, 205, 206. 
Factors in valuation of, 201-203. 
Taxation of, in New York, 197 ff. 

Special franchise bureau, in New York, 
203. 

Special tax commissions, Establishment 
of, 5 and note, 29. 

Special tax commission, in Indiana, 162; 
in Illinois, 66; in Iowa, 29; in Maine 
119, 126; in Massachusetts, 215, 2173 
in Michigan, 386; in Minnesota, 386; 
in New Hampshire, 523; in New 
Jersey, 104; in New York, 183; in 
Ohio, 29, 479; in Oregon, 458, 459; in 
West Virginia, 331; in Wisconsin, 240. 


in 


INDEX 


Spoils system, 139, 140. 

Sprague, R. J., 125. 

Standard of valuation. 
valuation. 

State and local assessment of property in 
Wisconsin, 238. 

State appraisers, Board of, in Ohio, 480, 
493. 

State assessment, in Wisconsin, 241 ff. 

State Auditor, Supervisory powers of, in 
Ohio, 501, 502. 

State board of assessors, in Alabama, 555, 
560; in Colorado, 601; in Kansas, 
439; in Maine, 118 ff.; in Nevada, 620; 
in New Jersey, 102 ff.; in New York, 
57 ff.; in Ohio, 480; in Wisconsin, 238. 

State boards of corporate assessment, 
33 ff. See, also, Corporations, Taxation 
of. 

State boards of equalization, 19 ff.; in 

Alabama, 561, 562; in Colorado 
598, 509; in Connecticut, 512, 
514; in Florida, 31, note, 576; 
in Indiana, 151; in Minnesota, 
385 ff.; in New Hampshire, 522; 
in New Jersey, 1ooff.; in New 
York, 23; in Ohio, 47 ff.; in Ore- 
gon, 458, note, 459; in South 
Dakota, 612; in Vermont, 541, 
542; in Washington, 352, 355; in 
Wisconsin, 237; in Wyoming, 593. 
Constitutional provisions for, 25. 
Methods of. See Equalization, 
Methods of. 
Methods of selection of, 24, 25. 
Restrictions on, 26, 27; in Cali- 
fornia, 86, 90; in Illinois, 67. 
Table of, 45, 46. 

State board of equalization of taxes, in 
New Jersey, 114 ff. 

State board of finance, in Connecticut, 
520. 

State board of taxation, in New Jersey, 
106 ff. 

State board of taxes and assessments, in 
New Jersey, 117, 118. 

State corporation commission, in North 
Carolina, 569. 


See Basis of 
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State debt of Indiana, 29, r5r. 

State equalization. See Equalization. 

State excise board, in Washington, 38r. 

State finance, Investigation of, in Wis- 
consin, 282. 

State revenue agent, in Texas, 563. 

State school of mines, 406. 

State tax, in Kansas, 445; in Maine, 119, 
124; In Maryland, 548; in Massa- 

= chusetts, 28; in Michigan, 312; 
in Minnesota, 412; in New Jersey, 
104; in New York, 23, 57, 185; in 
Oregon, 463. 

Apportionment of, in Massachusetts, 
223, 224; in Wisconsin, 253. 

Apportionment of, on expenditures, 
in Connecticut, 515; in Oregon, 
459, 460. 

Proportion of, paid by each county 
in Oregon, 478. 

Reduction of, in Ohio, 487. 

State tax association, in Indiana, 180. 

State tax commissions, 39 ff.; Origin of, 
3, 4; Table of, 132, 133. 

State tax commissioner, in Alabama, 556; 
in Connecticut, 514; in Maryland, 
547, 550; in Texas, 563; in Washing- 
ton, 353. 

State tax commissions, Appropriations 

and equipment of, 141 ff. 

Basis of selection of members of, 
138 ff. 

Salary of, 138. 

State tax rate, reduced, in Rhode Island, 
535) 540. 

Stocks and bonds, Assessment of, in 
Kansas, 455; in Minnesota, 418; in 
Washington, 378. 

Stock and bond value, of corporations, in 
Texas, 564; in Washington, 363. 

Stokes, Governor, 112, 113. 

Street railway and electric light com- 
panies, Assessment of, in Wash- 
ington, 368; in Wisconsin, 264 ff. 

Distribution of tax on, in Wisconsin, 
266. 

Supervisors of assessment, in Massachu- 

setts, 226, 231; in Wisconsin, 271, 272. 
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Supervision of local assessment, in 
Alabama, 556, 557; in Arizona, 
610 ff.; in Colorado, 603 ff.; in 
Kansas, 446 ff.; in Maine, 127; in 
Maryland, 547; in Massachusetts, 
228; in Michigan, 319ff.; in 
Minnesota, 414 ff.; in New Hamp- 
shire, 529 ff.; in New York, ror ff.; 
in Ohio, s5o1 ff.; in Oregon, 471 ff.; 
in Washington, 360 ff.; in West Vir- 
ginia, 338ff.; in Wisconsin, 27o0ff. 
Defects of, in Indiana, 178, 179; in 
Oregon, 472; in Washington, 373, 
374; in West Virginia, 338-340; 

in Wisconsin, 273, 274. 
Sworn returns, Failure of, in Vermont, 

545, 540. 


Taussig, F. W., 27. 

Tax amendment, in Ohio, 489. 

Tax board of review, in South Carolina, 
587. 

Tax burden, Increase of, 22. 

Tax commission, Reorganization of, in 
Nevada, 621. 

Tax duplicate of Georgia, 592. 

Tax exempt investments, in Massa- 
chusetts, 234. 

Tax ferrets, in Alabama, 558; in Iowa, 
13; in Ohio, 12. 

Tax law, Defects of, in South Dakota, 
612, 613. 

Tax levies, in North Carolina, 574; in 
South Carolina, 586. 

Tax limit law, in Ohio, 486, 487. 

Tax maps, in Kansas, 433; 
Jersey, 116. 

Tax rates, in California, 88, note; in 

Indiana, 177, 178. 

Average, in Michigan, 312, 327; in 
Minnesota, 389; in West Vir- 
gilania, 344, note; in Wisconsin, 
252, note. 

General increase of, 28. 

Limitation of, in Kansas, 452, 453; 
in Ohio, 497. 

Tax reform, Obstacles to, in North 
Carolina, 574, 575 


in New 


INDEX 


Tax system of New Hampshire, Develop- 
ment of, 522. 

Taxes, Total, in New York, 23; 
Michigan, 312. 

Telegraph companies, Assessment of, in 


in 


Indiana, 164; in Kansas, 440 in 
Massachusetts, 218; in Wisconsin, 
237, 268. 


Tennessee special tax commission, 25. 

Term of office of tax commissioners, 
manarke 

Texas special tax commission, 32, 562. 

Texas state tax board, 562 ff. 

Thomas, J. J., 82. 

Timber and timber lands, Assessment of, 
in Washington, 375, note. 

Timber cruise, in Maine, 125; in Wash- 
ington, 374. 

Townsend, M. I., 60. 

Townsend, T. C., 337. 

Township trustee as assessor, in Kansas, 
448. 

Township equalization, Defects of, in 
Kansas, 435, 436. 

Trust companies, Taxation of, in Massa- 
chusetts, 221. 


Underassessment, in Minnesota, 388; in 
New Hampshire, 526; in New Jersey, 
110; in North Carolina, 571; in 
Oregon, 458, 459; in Rhode Island, 
540. 

Undervaluation, Competitive, in Cali- 

fornia, 85. 
Encouraged, in Illinois, 68. 

Undervaluation of iron mines, in Minne- 
sota, 405. 

Unit rule of corporate assessment, in 
Kansas, 444; In Massachusetts, 218; 
in Oregon, 468; in West Virginia, 334; 
in Wisconsin, 269. 

United States Notes. See Greenbacks, 
Taxation of. 

Urban real estate, Underassessment of, in 
Kansas, 432. 

Utah special tax commission, 78, 81. 

Utah state board of equalization, 77 ff.; 
Defects of, 83. 


INDEX 


Valuation, Basis of, in Maine, 122; in 
Washington, 378. 
Rule of, in New York, 201, 202. 

Valuation for taxation and other pur- 
poses, Identity of, in Washington, 
365. 

Vermont commissioner of state taxes, 
541 ff. 

Vermont commission on taxation, 544. 

Vessels, Taxation of, in Minnesota, 413. 

Vessel property, 323. 

Vineberg, S., 42. 

Value of iron mines, Factors in deter- 
mining, 407. 


Warnes Law, 482. 

Washington board of tax commissioners, 
352 ff.; Appropriations for, 147. 

Washington tax conference, 98. 

Water and light companies, Equalization 
of, in Wisconsin, 252. 
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Wells Fargo Express Company case, in 
California, 90; in South Dakota, 614. 
West Virginia tax commissioner, 330 ff.; 
Expenses of, 147. 
Wild lands, Assessment of, in Maine, 
126. 
Williamson, C. C., 30. 
Winn, H., 11. 
Wisconsin special tax commission, 239, 
270. 
Wisconsin tax commission, 237 ff.; Duties 
of, 241. 
Expenses of, 146. 
Organization of, 143. 
Wolcott, O., 10, 15, 20. 
Wood, F. A., 11, 14, 15, 20, 541. 
Woodbury, E. E., 186. 
Wyoming tax commissioner, 593 ff. 


Zander, C. M., 607, 610, 611. 
Zangerle, J. A., 496. 
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